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ABOUT THE COVER

The Hank Boswell 1he Company's 1hir!d farzan Class
jack-up, was delivered in September 2006. This rig is
one of eight jack-ups that were refocated to the Middie
East during 2006 and early 2007.

This page: |

The Gorilla !l one of the Company's premium harsh

Bawiranment tack.un pige drifling i tha af Mexico




FINANCIAL HIGHLIGHTS

FOR THE YEARS ENDED DECEMBER 21,
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Mexico market:

« Four 116C class rigs began a three-year
contract in Saudi Arabia in April 2006

+ The Gorilla IT] left the Gulf of Mexico in
August and started an 18-month commit-
menr in Trinidad in September™~ ==~ — -

+ Two 116C class rigs entered a Gulf of Mexico
shipyard in August and departed the area in
November for a two-year assignment in Qarar

+ Two Tarzan Class rigs began preparing for a
four-year contrace in Saudi Arabia during che
fourch quarter; and

+ The Gorilla VI ceased operating offshore eastern
Canada in November and left the area for the
Norch Sea in January 2007,

All migrating rigs havc now arrlvcd at r]wu‘
concracred destinations. The Gilthert Rowe and
Rowan-Paris commenced drilling operations
for Maersk in Qarar in lare January 2007.
The Gorilla VI began drilling for Talisman

in the North Sea in late February. Twe of cur
Turzan Class jack: ups. ‘the Hunk Boswell and g~
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The globa] drilling market remains strong

wnth most forecasts showing jack-up rig sup-
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Our manufacrurmg division ddwered rh \\\
Hank Bosuell in Seprcmber 2006 /;omc three

ply deficits in almost every worldwide operat- - mont»hs ahedd of schedu]c Wc Yconscricred

0 A0S ever
ﬁmg region | incg, 2008 Although rig Ueémand

oL
Yo [
in the Gulf of Mextco has: recen(ly softened,

_'\,: »spectally for the léss. capab]e rigs, we believe

[thig enarkee: will'once ag1m nghtux as higher

; spcc1ﬁcar10n Jack—ups continue to migrate to
— orelgn mnrkets Wc are currenrly bidding
sever'l[ opporrumms 1n|50urh Amenca {

i;:z;t_lwé_lﬂjdle East, the. North Sca and tb »
Mediterranean marker, among others, and
expect addirional inrernarional renders ro
be announced throughout 2007,

Our manufacturing operations achieved
record operating resulrs in 2006, and our

- year-end backlog of orders, at $530 million.
was near its all-time high. We have contmued
to expand our line of innovative drilling prod—

ucts, such as top drives and drawworks, and
are confident that we will continue to make
marker inroads in 2007,

e PRSI 66 m PR,

elgh?ﬁcwuZOUO horst.power l.md rlg}du’%lng

rhe_}['—(?ar and addmonal rigs were Lomplen.d

. in January and March 2007 We'é expect tW/O

.additional land rigs w1ll be opcrnnonal in
July and Auguse, r:.épecnvely Our Fourl:h
Tarzan Class jack-p rig, thsj P. Bussel, should

be_dclwl red in ear[y 2008 and our two ne“ly

i désxgncd 240CJ1Lk ups wl!l Fo]low|m latc
2008 and 2009,

We are very proud of Rowan's achievements
in 2006, which went beyond financial returns.
Rowan was rated 1" overali in Toral Customer
Satisfaction accarding to the 2006 Energy
Point Research Drilling and Wellsice Contrac-
tors survey. This is an extremely significant
award for us and i§ @ restament to our employ-
ees and the impori%nt relationship we have
wich out customers.

N e T ]

I would lxke to take 1 moment to personally
thank th€ more chan 5,000 men and women
wichits the Rowan family of companies. Your
uSyr'{rmued hard work and dedication enabled
Rowan o recover from the stgmﬁcanr hurri-
cane losses of 2005 to make che year 2006 one
of our most successful ever. Your efforts have
positioned us well for che fucure. It's an honor
and a privilege to be your Chairman and CEQ
and [ thank you.

We remain very oprimistic for continued
operational and financial success in 2007 and
beyond. We are confident that our prepararions
for the long term will prove to be rewarding
for our stockholders. We remain committed
to our stared plan to diversify our drilling and
manufacturing operations worldwide as a
means of maximizing long-term recurns, We
are looking forward to the furure and to the
financial success ic should bring.

L 0% Sl

Danny McNease
Chairman of the Board,

President and Chief Executive Officer
March 24, 2007
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Our 2006 revenues and operat-
Ing results far exceeded our
previous record highs — set
only one year before — as
market conditions remained
very strong in our primary
businesses.

Our consolidated revenues increased by

41% ro $1.5 billion in 2006 from $1.1 billion in
2005, primarily due ro significantly improved
average day races in our drilling division and a
record contribution from our m:muf:lcruring
division during the year. As a resulr, we
generated operating income of $486 million
and income from continuing operations of
$317 million in 2006, compared ro $341 million
and $218 million, respectively in 2005.

We invested approximately $509 million in
fixed asser addicions and upgrades during che
year and distribured more than $60 million
in cash dividends to our stockholders, We
repaid almost $65 million of outstanding
borrowings in 2006 and ser aside another
$156 million for debt scrvice. Our year-end

WORLDWIDE JACK-UP NEWBUILDS
AND ATTRITION 1950-2010

L R ——— Almost 90% of the
global jack-up fteet is

20 years or okder
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Additions to the Fleet o Attrition m

Source: JDS-Petrodata

financial position, as summarized below,
remains very scrong:
AT DECEMBER 31, 2006

Cash and cash equivalents $258 Million
wm k \ngc.|pna| ....................................................

(excluding restricted cash) $586 Million
Cu”en“ano ................................................... 213
Long-term debt/total capicalization 2

DRILLING DIVISION

Qur drilling division generared a $292 million
or 38% increase in revenues to $1.1 billion in
2006, compared to $775 million in 2005.
Operarting expenses increased by $117 million
or 30% berween years, primarily due ro rig
feer additions and higher insurance, labor
and maintenance costs. Selling, general and
administrative costs increased by $5 million
or 10% berween years primarily due ro incre-
mental incentive compensation costs rcsulring
from the change in accounting for stock-based
compensacion. Depreciation expense increased
by 12% in 2006 primarily due ta the addition
of the Turzan Class jack-up rigs Bob Keller
{August 2005) and Hunk Boswell {September
2006) and eight new land rigs constructed

in 2006. Ner gains on asser disposals were
$28 million in 2006, down from $67 million
in 2005, with the prior year amount including
substantial excess insurance proceeds associared
with our 2005 hurricane losses, Qur 2006
operating resules included a $9 million charge

Scheduled Construction/On Drder m

for expected fines and environmental fund
payments in connection with a Department
of Justice investigarion that began in lare 2004.

As a result, che dri]ling division generated a
%115 million or 34% increase in operaring
income during the year to $448 million in
2006 from $333 million in 2005.

Qur worldwide offshore feet was 86% urilized
in 2006, down from 96% in 2005. We experi-
enced 2,132 or 26% fewer operaring rig-days
in 2006 due primarily to the relocation of ten
rigs during the year and the loss of four rigs
and the sale of two others in 2005. Excluding
the downrime associated wich these rigs, our
offshore fleet was 97% uzilized. Our average
offshore day rate improved to $141,500 in
2006 from $78.100 in 2005, a $63,400 or 81%
increase becween years. Qver che past 24 months,
we have execured long-term contracts for 15 of
our 21 jack-ups, wich 12 of those commirments
obrained from overseas markecs.

Our four 116C jack-ups thar deparred che
Gulf of Mexico for the Middle East in early
January 2006 commenced three-year assign-
ments offshore Saudi Arabia in April. These
rigs were more than 98% utilized in the area
during the remainder of the year and each
rig produced more chan $113,000 per day in
drilling eevenues.




Twao addicional 116C jack-ups entered a
Gulf of Mexico shipyard in August 2006 o
begin preparing for a two-year assignment

in the Middle East thart is expected to gen-
erate approximatcly $278 million in drilling
revenues, or more than $190,000 per day for
each rig. These rigs departed the Gulf of Mexico
in November and commenced operations off-
shore Qatar in January 2007.

Two of our Tarzan Class jack-ups, the Scooter
Yeargain and Hank Boswell, entered a Gulf of
Mexico shipyard in the fourth quarter of 2006
to begin preparing fora Four—year assignment
in the Middle East that is expected to generate
approximarely $568 million in drilling revenues,
or more than $194,000 per day for each rig.
These rigs left the Gulf of Mexico in carly
January 2007 and commenced operations
offshore Saudi Arabia in late March. We

are currently generating more than one-third
of our daily drilling revenues from our Middle
East drilling operations.

The Gorilla 1] lefe che Gulf of Mexice in
August 2006 and commenced a one-year
commirment offshore Trinidad in September.
The rig was 100% utilized in the area and
generated more than $186,000 per day in
drilling revenues during the remainder of
the year. A second assignment has extended
the rig's commitment through the first quarter

The Rowan-Middletown, ona of the Company’s 116C class jack-ups, arriving in the Middte East. During 2006, we
returned to the Middle East market with four jack-ups and have doubled our presence there in early 2007.

of 2008 and is expected to generatc approxi-
mately $45 million of drilling revenues.

We avecaged 91% urilizarion in che Gulf

of Mexico during 2006, down from 97% in
2005, though we achieved a $68,000 or 96%
increase in average day rares berween periods.
Most of che utilization variance was associared
with the rigs thar were preparing to relocate
to other markets during the year. Though
such concracts typically pay us for shipyard
and mobilization time, we are required 1o
defer recognirion of such amounts as revenues
until we commence drilling operations at che
new location.

Qur nine remaining Gulf of Mexico jack—ups
are currently 100% contracred either on a
well-to-well or term basis. The Bob Palmer
will soon begin a two-year assignment 1o
drill one or more ultra deep shelf wells that
will generare berween $160 million and
$170 million of drilling revenues, or more
than $220,000 per day. The Gorilla [V will
soon commence 2 six-month assignment that
provides $185,000 per day in drilling reve-
nues. The Bob Keller was recently extended
for an additional year through January 2008
ar $170,000 per day and the Gorilla II is cur-
rently commicted through early 2008 ar a
similar rate. The Rowan-Louisians underwent
repairs following the subscanrial hurricane

damage it incurred in 2005 and re-encered che
Gulf of Mexico market in December 2006.
The rig is currently earning $108,000 per day
and will soon begin drilling a deep shelf well
for $130,000 per day. Our four remaining
Gulf of Mexico rigs are working on a well-ro-
well basis and generating drilling revenues in

che range of $70,000 ro $130,000 per day.

The Gorills V11 was 98% utilized in the North
Sea and averaged more than $198,000 per day
in drilling revenues in 2006. During the fourth
quarter, the rig relocared from Denmark ro
the UK sector and is currently committed into
September 2007 ar a rare of $255.000 per day.
The Gorilla V was 95% urilized in the Nocth Sea
during 2006, and generated almost $139,000 per
day in drilling revenues during the year. The rig
is currently contracted into the fourth quarrer
of 2008 and the day rare should soon increase
to $175,000.

The Gorilla VI was 97% utilized offshore east-
ern Canada and averaged almost $184,000 per
day in drilling revenues in the area until mid
November 2006, when it began preparing to
relocate to the North Sea. The rig commenced
operations in the UK sector in late Febru-
ary 2007 under che firse of two commir-
ments thar collectively run into the second
quarcer of 2008, though options could further
extend the work into the third quarrer of 2009.

Rowan Companies, Inc. 2006 Annual Report



Above: Rig fleor on a
Tarzan Class jack-up.

Right: The Grlbert Rowe, one
of our 116C class jack-ups
relocated to the Middle East
in early 2007

We expect thar Gorilla VI drilling revenues will
range between $127 million and $311 million,
depending upon the ultimate duration of the
work, and average berween $302,000 and
$327,000 per day.

The construction of our third Tarzan Class
jack-up rig, the Hank Boswell, was complered
in September 2006. The rig was 95% uti-
lized until mid December when it began pre-
paring for work overseas. Construction of che
J.P. Bussell, our fourth Tarzan Class jack-up, is
proceeding at an external Gulf of Mexico ship-
yard and should be completed in early 2008, -

Construction of the first of our newest rig
design, the 240C class, is underway ar our
Vicksburg, Mississippi shipyard. The 240C
will have up to 535 feer of leg lengrh, enabling
high pressure/high temperature drilling opera-
tions in water depths of up to 400 feet. It will
have more deck space, higher variable load,
more drilling capaciry (two million pound
hook-load capability), more cantilever reach
{up ro 100 feet) and greater personnel capacity
(108 man) than the 116C class. Currently, two
rigs are planned, each costing approximately
$165 million, with delivery expecred in 2008
and 2009.

Our fleet of 25 land rigs was 97% utilized in
Texas, Louisiana and Oklahoma during 2006,

¥iEes




down slightly from 98% in 2005. Our average
day rates improved 23% to $22,600 in 2006
from $18,400 in 2005. The fleet includes
eight new 2000 horsepower rigs construcred
during 2006, four rigs thar were newly-con-
structed during 2001-2002 and eleven other
rigs have been substantially refurbished in
recent years.

One additional new rig was delivered in each
of January and March 2007, and two more rigs
should be completed in July 2nd August 2007,

. respectively. Ten of our twelve new land rigs are
operating under two- to three-year term con-
traets that extend into 2010 ar an average day
rate of approximately $23,100.

MANUFACTURING DIVISION

Qur manufacruring division generated a
$150 million or 51% increase in revenues to
$443 million in 2006, compared to $294 million
in 2005. Overall margins over direct manufac-

turing expenses improved by $33 million or
51% between periods to $99 million in 2006
from $66 million in 2005, and were unchanged
at 22% of manufacturing revenues. As a result,
the manufacturing division generated a $30 mil-

lion or almost 400% increase in operaring
income during the year, to $38 million in 2006

Rowan U.S. Operations

from $8 million in 2005,
B Manufacturing Locations
* ROWAN Corporate Headquarters Effective January 1, 2007, our manufacturing
A ROWAN tand Rigs division changed its name to LeTourncau

® Mining Distribution
® Forestry Distribution
® Forestry & Mining
¢ Drilling Products Distribution
& ROWAN Offshose Rigs

Technologies, Inc. We also renamed our
various manufacturing business groups to
better reflect our six primary markecs, which
included splicting the Equipment Group

between mining and forestry products.

Our Mining Products group produces large-
wheeled front-end loaders and relared spare
parts. Revenues increased by 12% 1o

$165 million in 2006 from $147 million in
2005, primarily due to an increase in pares
sales between periods and a more favorable
mix of equipment sales. We shipped 30 new
front-end loaders in 2006, down from 31 units
in 2005, though resulring revenues increased
by 9%. Parts sales increased by $20 million
or 66% in 2006,

Our Oftshore Produces (formerly Marine)
group produces jack-up rigs, rig kits and
related components and parts. Revenues
increased by 178% to $149 million in 2006
from $53 million in 2005, and included
$104 million recognized on long-term rig
and kit construction projeces in 2006, up
from $36 million in 2005, Our year-end
backlog included $230 million related to
these projects, which we expect to complete

by mid 2008.

Our Drilling Systems (formerly Drilling
Products) group produces mud pumps, draw-
works, top drives, rotary tables and other drill-
ing equipment. Revenues increased by 82% to

Rowan Companies, Inc. 2006 Annual Report




The Bob Keller, the Company’s second Tarzan Class
jack-up. drilling in the Gulf of Mexico.

$64 million in 2006 from $35 million in 2005,
and included external shipments of 69 mud
pumps in 2006, up from 3% pumps in 2005.

QOur Power Systems (formerly Drive Systems)
group produces variable speed motors, drives
and other electrical components featuring AC,
DC and switch reluctance drive technologies
with power discriburion, which are increas-
ingly being employed by our mining products
and drilling systems. Revenues increased by
74% o $28 million in 2006 from $16 million
in 2005.

Steel Products (formerly Steel) group revenues
decreased by 22% ro $25 million in 2006 from
$32 million in 2005. Though total shipped
tons were virtually unchanged ar jusc over
37,000, internal demands increased between
years and the mix changed from 61% exrernal

in 2005 1o 45% external in 2006,

Revenues from the Forestry Products group
increased by 33% to $13 million in 2006 from
$10 million in 2005, and included shipments
of five log stackers in 2006, up from three
units, though parrs sales declined by 46%

between periods.

Our manufacruring operaring resules exclnde
the effects of approximately $230 million of
products and services provided to our drilling
diviston in 2006, mosc of which was produced

COMPARISON OF 5-YEAR TOTAL RETURN’

3 1T

$100

Rowan Companies, Inc. 0

Dow Jones US Qil Equipment & Services Index m

S&P500 Index m

12 2m 1213

1204 12705 12/06

* Source: Standard and Peor’s — Assumes $100 invested oa 12731701 in stock of index — including teinvestment ol dividends Fiscal year ending December 31,

by the Offshore Products, Drilling Systems
and Power Systems groups and related to
construction progress on the Hank Boswell,
J.P. Bussell and eight new land rigs.

Our manufacturing division’s external back-
log rotaled approximately $530 millien at
December 31, 2006, compared to about
$388 million one year ago.

OUTLOOK

We expect continued favorable market condi-

tions in our primary businesses in 2007,

Drilling

U.S. Gulf of Mexico

Thete are currently 90 jack-up rigs in che
U.S. Gulf of Mexico, 68 (76%) of which are
under contract. Nineteen rigs are currencly in
shipyards, cold-stacked or otherwise unavail-
able for service, raising the effective feer uzili-
zacion to 96%.

The size of the U.S. Gulf of Mexico jack-up
feer declined for the sixth straight year in
2006, and is now less than two-thirds of its
2001 peak. A rotal of 23 jack-ups left the area
in 2006 and five addirional rigs are scheduled
to depart in early 2007. Many of the departing
rigs have been the higher specification or "pre-
minm” jack-ups, those having independent legs,
cantilevers and higher-capacity engines and mud

systems, which make them more attractive to
overseas operators. Only 31 independent leg
cantilever jack-up rigs remain in the U.S. Gulf
of Mexico today.

Despite the continued migration of rigs to
other markets, the U.S. Gulf of Mexico jack-
up market has softened in recent months,
primarily due to unceriainty over natural gas
prices. We believe that the migrarion of inde-
pendent leg canrilever jack-ups ro internarional
markets will continue throughout 2007 and
into 2008, dropping the supply of these rigs to
eritical levels. Based upon tenders outstanding
or anticipared, 10 to 15 additional jack-ups could
leave the U.S. Gulf of Mexico for up to iive-year
international assignments by mid 2008. This
scenario could leave an operationally limited
fleet in the region, making it difheult for U.S.
producers to arrain producrion goals and avoid
lease expirations in 2007 and 2008.

Middle East

There are 91 jack-ups currently operating in
the Middle East, of which 88 (97%) are con-
teacted. Current day rates in the region range
from $90,000 o $195,000 for independent
leg cantilever jack-ups.

Overall demand in the region is forecasted
to increase to 93 rigs by the end of 2007, and
climb to an average of 99 to 101 rig years in
2008. We expect that Saudi Arabia, Qatar




We live and work in a global
economy. We are adopting a
global strategy for a greater

worldwide market.
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Our 750-1on direct drive top drive {above), along with our other new designs
are introducing unprecedented technology and engineering to the market.

Rowan Companies, Inc. 2006 Annual Report




Christening of the Hank Boswellin September 2006.

and Iran will drive demand in che region
during 2007 and into 2008, We believe that
the Middle East marker will continue to drive
global jack-up demand though 2007 and inte
2008 and may remain one of the most active

regions in the world for years to come.

North Sea

The supply of jack-ups in the North Sea
currently numbers 35, all of which are con-
tracted. Current day rates in the region
range from $185,000 ro $310,000 in che
UK sector and from $200,000 1o $330,000
in the Norwegian sector.

Demand in the region is expected to increase
from an average of 37 rig years throughour 2007
to almost 40 rig years in 2008, The UK’s 24th
licensing round, conducted in February 2007,
was one of its most heavily subscribed, and
the Department of Trade and Industry
awarded 150 oil licenses covering 246 blocks
to 104 companies.

Trinidad

The active supply of jack-ups offshore Trinidad
currently numbers six, all of which are con-
tracted. Demand in the region is expected to

remain constant at six or seven rigs through-
out 2007.

Rowan personnel reviewing a tand rig design.

Mexico

The supply of jack-ups in Mexico currently
numbers 27, all of which are contracted. New
day rate fixtures in the region range from
$167,000 ro $186,000 for independent leg can-
tilever jack-ups. PEMEX continues to renew
existing contracts and tender for additional rigs
in order to meer irs 2007 and 2008 driiling
requirements. It is expected to increase its
contracted jack-up fleer to 34 rigs during 2007,
and is curtently tendering for an additional
four independent leg cancilever jack-ups for
operations beginning in mid 2007,

West Africa

The supply of jack-ups in the Wesr Africa
market currently numbers 25, of which 24
{96%) are contracted. Current day rates in
the region range from $180,000 ro $210,000.
Demand in the region ts expected o average
approximately 28 rig years in 2007, increasing
to 30 ro 31 rigs in 2008. We believe thar che
West African market will be a prime rarger
for the independent leg cantilevers remaining
in the U.S. Gulf of Mexico and the uncom-
mitted newbuild jack-up fleer.

Southeast Asia

The supply of jack-ups in the Southeast
Asia market currently numbers 34, of
which 33 (97%) are contracted. Current day
rates in the region range from $185,000 ro

$225,000. Demand in the region is expected
to increase o approximatc]y 39 rig years in
2007, with Malaysia and Indonesia continu-
ing to set the pace.

India

The supply of jack-ups in the India marker
currently numbers 31. all of which are con-
tracted. Current day rartes in the region range
from $75,000 to $185,000 for independent leg
cantilever jack-ups. India is expecred to offer
more than 50 new exploration areas to operators
in early 2007, which could create a significant
jack-up supply dehcit during the year.

Mediterranean

The supply of jack-ups in the Mediterranean
market currently numbers 16, of which 15
(949} are contracted. Current day rates in the
region range from $160,000 to $170,000 for
independenr leg cantilever jack-ups. Demand
in the region is expected to increase o an
average of 17 rig years in 2007 and 19 rig
years in 2008.

Worldwide

As discussed previously, during 2007 and
early 2008, jack-up supply deficits rotaling
18 to 26 rigs are forecast to appear in almost
every operating region of the world except for
the U.5. Gulf of Mexico. International jack-up

day rates have ascended to record levels due ro

1



the global comperirion for premium jack-ups
far long-rerm assignmencs. If oil and nacural
gas prices remain strong throughour 2007 and
2008, as is widely forecasted. we believe there
will continue ro be strong demand for premium
jack-ups on a rerm basis worldwide. Most of
these markets are now requiring premium
independent leg cantilever rigs, and we believe
that che'U.S. Gulf of Mexico, currently a pre-
dominantly well-to-well environment. should
continue to be the primary source for such
equipment in 2007.

Ten newbuild jack-ups were delivered in 2006,
and another 67 rigs ate under construction or
on order. Assuming the aterition rate of older
rigs continues to average around six rigs per
year, the global jack-up Heet is set to increase
significancly over the next few years. However,
many of these rigs are being built by asset
speculacors and not by experienced contrac:
tors having seasoned crews. Many newbuild
consrruction projects are also experiencing
construction delays and facing equipment
shortages. And, as the chart on page 5 clearly
shows, the worldwide jack-up fleet is aging,
and we expecrt the jack-up actrition rate to
increase significantly in the coming years.
Thus, we believe that a state of equilibrium

in the worldwide jack-up market may not
arrive until 2009 or 2010 and char our drill-
ing operations will continue o benehr from
predominantly favorable marker conditions
ar least though 2007 and 2008.

Land

As long as natural gas prices remain strong,

we expect the market for 1500 or 2000 horse-

power land rigs to remain active cthroughout
the remainder of 2007 and into 2008.

Manufacturing

Qur Mining Products group has achieved
about a 40% share of the large loader market
(1000 horsepower and above). Our backlog
ac December 31, 2006 included nine loaders,
though we expect o ship 31 loaders and
dozers during 2007.

Qur Drilling Systems group’s marketing
alliance SourceQne has increased member
participation and market acceprance. Qur
year-end backlog included drilling systems
for a new “Lightning Series” land rig. We
are currently supplying the mud pumps for
about one-third of all newbuild jack-ups and
expect to ship 100 pumps during 2007. Gur
backlog included 57 mud pumps at year end.

Rowan employees jotned by representatives from
Saudi Aramco in the Persian Gulf.

We believe that our new rop drive designs are
introducing unprecedented technology and
engineering to the market: our 750-ton and
500-ton models are working successfully; our
250-ton and 350-ten models are in prototype
stages soon ro be tested: and our 1000-ton
model is in development. We established
Middle East and Singapore operations facili-
ties during 2006 to caprure additional markes
growth in new and after-marker sales. Within
our Pawer Systems group, development of cur
tow-speed, high-torque AC mortors for rop drives
is ongoing. Qur switch reluctance technology
has been proven on our large loaders and we
are now pursuing broader marker application.

The three-phase expansion of our steel mini-
mill cthat began in the fourth quarrer of 2005
is now complete. Our increased steel place
capacity offers the opportunity for greater
jack-up kit production, increased exrernal
steel plate sales and improved plate yield.
Current rig kit quorations by our Offshore
Products group are for deliveries in the
second half of 2008.

Rowan Companies, Inc. 2006 Annual Report
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FORWARD-LOOKING STATEMENTS

This Form 10-K contains “forward-looking statements” as defined by the Securities and Exchange Com-
mission (SEC). Such statements are thcse conceming contemplated transactions and strategic plans, expectations
and objectives for future operations. These mclude without limitation:

A

= statéments, other than statements of h15t0ncal fact ‘that’ address activities, events or developments that we
expect, believe or dnucrp.ne will or may occur 1n the future

* ‘statements relating to future financial performance future capital sources and other matters; and

" o

* any other statements preceded by, followed by or that mclude the words “anticipates”, “believes”, “expects”,

“plans”, “intends”, “estimates”, “projects’;’ ‘.‘could" “should”, “may”, or similar expressions.

L LT3 LI Y]

Although we beheve that our plans intentions and expectauons reflected in or suggested by the forward—
looking statements we make in this form 10-K are reasonab]e, we can give no assurance that such plans, intentions
and expectations will be achieved. These statements are based on assumptions made by us based on our experience
and perception of historical trends, current condmons expected future developments and. other factors that we
believe are approprlate in‘the c1rcum§tance5 Such statements are subject to a number of risks and uncertainties,
many of ‘which are beyond our control. You are caunoned that any such statements are not guarantees of future
performance and ‘that actual results or developments may differ materially. from those prOJected in the forward-
lookmg statéments. Among the factors that could cause actual results to dlffer matenally are the following:

* 0il and natural gas prices
* = the level of explorauon and development expendltures by energy companies

."' energy demand BRI

« the genera] economy, including mﬂauon : -.;

)
v

. weather condmons in our pnncrpal operatmg areas = . oo
+ environmental and other laws.and regulations -

All forward-looking statements contained in this Form 10-K only speak as of the date of this document. We
underiake no ‘obligation to update or revise publicly any revisions to any such forward-looking statements that may
be made 10 reflect events or circumstances after the date of this Form lO K or to reflect the occurrénce of

unanucnpated evems 4 .‘3-. .. T

Other relevant factors have been disclosed in our, previous fi lmgs wrth the U.s. Securltles and Exchange
Commission and.are mcluded m under PART I, ITEM lA RISK FACTORS begmnmg on page 12 of this
Form lO K. - s




ITEM 1. BUSINESS

Rowan Companies, Inc. (hereinafter referred to as “Rowan or “the Company™) is a major provider of
international and domestic contract drilling services. Rowan also owns and operates a manufacturing division that
produces equipment for the drilling, mining and timber industries. Rowan was organized in 1947 as a Delaware
corporation and a successor 1o a contract, dnllmg business conducted since 1923 under the name Rowan Dnllmg
Company, Inc.

lnformatior’r regarding each of Rowan’s industr‘y-segr’nents; including revenues, income (loss) from operati()*ns,
assets and foreign-source revenues for 2006, 2005 and 2004 is shown in Footnote 10 of the Notes to Consolidated
Financial Statements on pages 63-66 of this Form 10-K. Information regarding Rowan’s discontinued operations is
shown in Footnote 12 of the Notes to Consolidated Financial Statements on page 66 of this Form 10-K. °

During 2006, 2005 and 2004, no cne customer accounted for 10% or more of Rowan’s consolidated revenues.

Our annual reports on Form 10-K, quarterly reports on Form IO-Q current reports on Form 8-K and
amendments to those reports filed or furnished pursuant to ‘Section 13(a) or 15(d) of the Exchange Act are made
available free of charge on our website at http://www. rowancompames com as soon as reasonably practrcable after
we electronically file such material with, or furnish it to, the Securities and Exchangc Commission.

DRILLING OPERATIONS

Rowan provides contract drilling services utilizing a fleet of 21 self-elevating mobile: offshore drilling
platforms (*jack-up rigs™) and 26 land drilling rigs. Rowan’s drilling operations are conducted primarily in the Gulf
of Mexico, the Middle East, the North Sea, Trinidad, offshore eastern Canada and in Texas, Louisiana and
Oklahoma. During 2006, we returned to the Middle East market with four jack-up rigs and have doubled our
presence there in early 2007. In 2006, drilling operations generated revenues of $l 067. 4 million and income from
operations of $447.7 million.

Offshore Operations

Since 1970, Rowan’s drilling operations have featured jack-up rigs performing both exploratory and devel-
opment drilling and, in certain areas, well workover operations. Rowan operates larger, deep-water type jack-up rigs
capable of drilling to depths of 20,000 to 35,000 feet in maximum water depths ranging from 250 to 550 feet,
depending on the size of the rig and its location.

Rowan’s jack-up rigs are designed with a floating hull with three independently elevating legs, drilling
equipment, supplies, crew quarters, loading and unloading facilities, a helicopter landing deck and other related
equipment. Drilling equipment includes engines, drawworks or hoist, derrick, pumps to circulate the drilling fluid,
drill pipe and drilling bits. At the drilling site, the legs are lowered until they penetrate the ocean floor and the hull is
jacked up on the legs to the desired elevation above the water. The hull then serves as a drilling platform until the
well is completed, at which time the hull is lowered into the water, the legs are elevated and the rig is towed to the
next drilling site. Rowan’s rigs are equipped with propulsmn thrusters to assist in towing.

Rowan's cantilever jack-ups can extend a portion of the sub-structure containing the drawworks, derrick and
related equipment over fixed production platforms so that development or workover operations on the piatforms can
be carried out with a minimum of interruption to production. In 1989, Rowan acquired and developed a “‘skid base™
technotogy, whereby the rig floor drilling equipment on a conventional jack-up rig can be “skidded’ out over the top
of a fixed platform. Thus, conventional jack-up ngs can be used on certain drilling assignments that previously
required a cantilever jack-up or platform rig.

At February 26, 2007 Rowan’s offshore drll]mg fleet included the following:

* 17 preminm cannlever jack-up rigs, featuring three harsh environment Gorilla class rigs, four enhanced
Super Gorilla class rigs and three‘Tqrzan Class rigs v

» Four conventional jack-up rigs, including three rigs with skid base capability
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~The Company operates one of the cantilever Jack—up ngs under an operanng lease that expires in June 2008.

The fleet grew by one unit. during 2006 w1th the addttlon of Rowan s third Tarzan Class Jack-up rig, the
Hank Boswe!l in September. In'addition, the Rowan-Louisiana, which ‘had been significantly damaged during
Katrina in 2005, was returned to service in December 2006. Rowan lost four other offshore rigs in the Gulf of
Mexico.during the 2005 hurricanes and sold two addmonal rigs that year

Rowan’s Gorilla class rigs were desngned in the early 1980s as a heavrer—duty class of jack-up ng, capable of

operating in water depths up to 328 feet in extreme hostile environments (winds up to 100 miles per hour and seas up

to 90 feet) siich as in the North Sea and offshoré eastern Canada Gon[!as H and I can drill up to 30,000 feet and
Gortlla IV is: equtpped to reach 35,000 feet. -~ * ™" . : :

In late 1998 Rowan completed constructton ofi lts ﬁrst Super Gonlla class rig, the Gonlla V. The Goritla VI
followed in June 2000 and the Gorilla VII was deltvered in December, 2001, The Super Gorillas are enhanced
versions of Rowan’ 's Gorilla class rigs, featuring a simultaneous drilling and production capability. They can
operate year-round in 400 fcet of water south of the, 61st parallel in the North Sea, within the worst-case
combination of 100-year storm criteria for Waves, wave, penods winds and currents. Rowan financed an aggregate
$509.5 million of the cost of Gorillas V, VI and Vi1 through separate bank loans guaranteed by the U.S. Department
of Transportation’s Martttme Admtmstratton under its Tttle X1 program.

“In August 2003, Rowan completed constructton of the Bob Paimer, (formerly the Gorilla VIII), an enhanced
version of the Super Gorilla class jack-up designated a Super Gorilla XL. The Bob Palmer has 713 feet of leg,
139 feet more than the Super Gorillas, and has 30% larger spud cans, enabling operation in the Gulf of Mexico in
water depths up to"550 feet. The Bob Palmer can also operate in water depths up to 400 fect in the hostile
environments offshore eastem Canada and in the Nonh Sea Rowan financed $187.3 mtllton of the cost of the
Bob Palmer through bank loans guarantecd under. the 'l"ttle XI program

o

In July 2001, Rowan 5 Board of Dlrectors approved the dcsrgn and constructton of a new class of Jack up.rig,
specifically targeted for drilling beyond 25,000 feet in water depths up to 300 feet in benign environments. The
Tarzan Class rig offers drilling capabilities similar to our Super. Gorilla class jack-ups, but with reduced
environmental criteria (wind, wave and current) and at around one-half the construction cost. The first Tarzan
Class rig, the Scooter Yeargain, was delivered in April 2004 and the second, the Bob Keller, was delivered in August
2005. Rowan financed $180.9 million. of the cost of the first two Tarzan Class. ngs through separate government-
guaranteed Tttle XI bank loans. ’

U .oy ¢ 4

~ " Construction of a foiirth Tarzan Class rig, the J. P Busse[l is progressmg at a third- pany shlpyard and should
be completed by late 2007 or early 2008. Rowan has applied for Title XI financing for the third and fourth Tarzan
‘Class.rigs on terms and conditions similar to those in effect for the Bob Keller.

+ *In'November 2003, Rowan’s Board of Dtrectors approved the design and construction of a new class of jack-up
ng specifically targeted for high pressurelhlgh temperature drilling in water depths:up to 400 feet. The Company
believes that the new 240C class will set a new standard as the replacement for the industry’s current fleet of '116C
class rigs, which have been the “workhorse” of the global drilling industry for more than 25 years. The 240C will
have more deck space, higher variable load capacity, greater hook-load capability, more cantilevér reach and greater -
personnel ¢apacity compared to the 116C..Construction of the first: 240C should:be completed in 2008, with the
second rig scheduled.to arrive in 2009. P L T R ,

The current fleet expansion program began in 1995 followmg Rowan $ acqursmon of the manufacturing and
rtg—butldtng operattons formerly conducted by Marathon LeTourneau Company, which had desrgncd all of Rowan's
existing ]ack-up rAgs, ‘the last of which had been deltvered in 1986. In" the tnterventng years, Rowan s dnllmg capital
expenditures were primarily for enhancements 'to’ extsttng drilling rigs.

- .~.Rowan also takes advantage of lulls in'drilling. activity- to perform needed maintenance and make certain
enhancements to its drilling fleet: During 1998 and 1999, the Company completed significant upgrades to several
Sffshore drilling rigs which were carried out to increase their operating capabilities. See ITEM 2. PROPERTIES
beginning on page 17 of this Form 10-K fortaddmonal information” with respect to the capabtltttes and operating
status of the Company’s ngs S . SR "
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For a further discussion of Rowan’s availability of funds in 2007 to sustain operations, debt service and planned
capital expenditures, including those related to construction of the Tarzan Class and 240C rigs, se¢ “Liquidity and
Capital Resources” under “Management’s Drscussmn and Analysis of Financial Condltton and Results of Oper- :
ations” on pages 32 through 36 of this Form 10- K L . !

Onshore Operations L o

Rowan has dnllmg equipment, personnel and camps available on a contract ba51s for exploratton and
‘development of onshore areas. At February 26, 2007, the Rowan fleet consisted of 26 deep- well land rigs located
in Texas (23), Louisiana (2) and Oklahoma (1). The fleet features nine newly-constructed rigs, four rigs built during
2001-2002 and 11 rigs that have been refurbished in recent years. Three additional rigs are under construcnon with

dellvery expected dunng the first and third quarters of 2007

The drilling -equipment comprising an onshore rig consists basically of engines drawworks or hoist, derrick,
pumps to circulate the drilling fluid, drill pipe and drilling bits. The type of r1g requ1red by a customer depends upon
the anticipated well depth, terrain and conditions in the drilling area. :

Contracts _
Rowan’s dnllmg contracts generally provnde for compensatton on a day rate basis, whereby the Company
earns a fixed amount per day, and are usually obtatned either. through competitive btddmg or individual nego-
tiations. A number of factors affect a drilling contractor’s ability, both onshore and offshore, to obtain contracts at a
profitable rate within an area. Such factors include the location and avatlabtltty of equipment, its suitability for the
project, the comparative cost of the equipment, the competence of personnel and the reputation of the contractor.
Profitability may also be dependent upon recetvrng ‘adequate compens:mon for the cost of movmg equtpment to
drilling locations. ‘ -

When weak market conditions characterized by declining drilling day rates prevail, Rowan generally accepts
lower rate contracts in an attempt to maintain its compétitive position and to offset the substantial costs of
maintaining and reactivating stacked rigs. When drilling markets are strong and increasing rates prevail, Rowan has
historically pursued short rather than long- tenn contracts for its rigs to maximize its ablltty to obtain rate increases
and pass through any cost increases to customers. Over the past 12-18 months, with rates at record-levels, the
Company has increasingly pursued long-term contracts’ in order Jto enhance future revenue predlctabtllty

Rowan’s drilling contracts are either “well-to-well”, “multlple well” or for a fixed term generally ranging from
one month up to four years. Well-to-well contracts are cancelablé by either party upon completion of drilling at any
one site, and fixed-term contracts usually provide for termination by either party if drilling operations are suspended
for extended periods by events of force ma_]eure While most fixed-term contracts are for relatively short periods,
some fixed-term and well-to-well contracts contmue for alonger period than the original term or for a specrﬁc series
of wells. Many offshore contracts contaln renewal or extension provisions exercisable at the option of the customer
at prices agreeable to the Company. Most contracts provide for additional payments to Rowan for mobilization and
demobilization costs, which .are- recognized as revenues and expenses over the primary contract term, and for

' reimbursement of certain “rebillable” costs, whtch are recognized as, both revenues and expenses when incurred.
Rowan’s contracts for work in foreign countries generally provide for payment in Umted States dollars except for
minimal amounts required to meet local expenses, .such as payroll. ' .. . S

Rowan believes that the contract status.of its onshore and offshore rigs is more informative than backlog
calculations, and.that backlog information is neither .calculable nor meaningful given the cancellation options
contained in, and the short duration of, many fixed-term contracts and the indeterminable duration of well-to-well
and multiple well contracts. See ITEM 2. PROPERTIES begmmng on page 17 of this Form 10-K for the contract
status of the Company’s rigs as of February 26, 2007 , k
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The contract dnllmg mdustry lS hnghlv competmve and mvolves many factors 1ncludmg price, equlpment
capablhty, operatmg and safety performance and reputat1on Rowan believes that it competes favorably with respect
to all ‘of these factors. : :

o Rowan competes with several offshore dnllmg contractors together havmg ava11ab1e more than 600 mobile
rigs worldw1de -and several domestlc drilling contractors. with about 200 available deep-well land rigs in the
aggregate Based upon the number of rigs as tabulated by ODS Petrodata, Rowan is the eighth largest offshore
drilling contractor in the world and the sixth largest jack-up rig operator. Some of the Company s competitors have
greater financial and other resources and - may be more able. to make technological- improvements to existing
equipmeént or replace equipment that becomes obsolete.

Technological advances can create competitive advantages and eventually cause less capable equipment to be
less suitable for certain drilling operations. Following the devélopment of the Company's Gorilla class rigs in the
early 1980s, Rowan has cotitinued to employ a drillingrig. modification and enhancement program designed to

- provide a fleet of jack-up rigs reflecting the latest technologrcal advancements. In 1995, Rowan. began a drilling rig
" expansion program that has produced enhanced versions of the Gorilla class rig and, in recent years, the Tarzan
" Class and 240C rig designs. . PR

At February 26, 2007 Rowan had nine ]ack ups located in the Guif of Mex1co eight jack-ups in the Middle
East, three Jack-ups in the North Sea and one Jack up.in Trinidad. Relocation of equlpment frém one geographic
location to another is dependem upon changmg market dynam1cs with moves occurring only when the likelihood of
hlgher returns makes such action econom1cal over the longer term. These movés have tradmonally featured our
Super Gorilla class rrgs “Gorilla VII. was relocated from the Gulf of Mexico. to the North Seain 2002; Gorilla V was
relocated from éastern Canada to 'the North Sea'i in 2004 and Gorilla VI was relocated frorn the Gulf of Mex1co to
eastem Canada in 2005 and to the North Sea in early 2007. g

Rowan markets 1ts dnlhng servnces by dlrectly contactmg present and potenual customers, including large
international energy companies, many smaller energy compames and forelgn government-owned or controlled
energy compames Since 1992, with’ the many restructurings, downsmngs and mergers by major energy compames
followed by periods of significant reductrons in thelr domestrc budgets, the Company has increased its marketing

emphasis on independent operators o :

‘See “Management $ DlSCllSSlOl’l and Analy51s of Financial Condmon and Results of Operations” on pages 24
through 38 of this Form 10—K for a dlscusqon of current industry condrtlons and their impact on operanons

[ . M \r
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Regulanons and Hazards T L o Lo . o VR

t

, Rowan 5 dnlhng operatlons are subject o’ many hazards 1ncludmg blowouts and well ﬁres which could cause
personal injury, suspend drilling operations, .seriously damage or destroy the equ1pment involved and. cause

substantlal damage to producing formations and the surroundmg areas. Offshore drilling operanons are also subject
" to marine hazards, either’ whrle on site or under tow, such as vessel capsizing, collision or grounding. Rarsrng and
lowering the legs of jack-up rigs into the’ ocean. bottom requ1res sklllful handling to avoid capsizing or other serious
damage Dnllmg into high-pressure formations is-a complex process and problems can frequently OCCur.

4

‘Rowan believes that it is adequately 1nsured for physrcal damage to its ngs ‘and for marine liabilities, worker’s
compensatlon ‘maritime employers hablhty, automobile habrlrty and’ for v_anous other types of exposures
customarily encountered in the Company s operatlons Certam of Rowan 5 llabrhty insurance policies specifically

. exchide. coverage for fines, penaltles and. punitive or exemplary damages Rowan ant1c1pates that its present

insurance’ coverage will be maintained,.but no assurance can:be given that i 1nsurance coverage will continue to be
) avarlable at rates con51dered reasonable, that self—msured amounts or deductlbles will not increase or that certain
~ types‘of coverage will be avallable at any cost. " The extensnve damage caused by humcanes in recent years has
réduced the availability of insurance for certain risks while also increasing the cost of the coverage that is available,
In 2006, the Company’s ‘cost of coverage in¢ reased to almost ﬁve t1mes the pre- -storm level though Rowan assumed
more of the risk of- certain losses Ci . I o . '




Foreign operations are often subject to political, economic and other uncertainties not encountered in domestic
operations, such as arbitrary taxation policies, onerous customs restrictions, unstable currencies and the risk of asset
expropriation due to foreign sovereignty over operatmg areas. As noted previously, Rowan attempts to minimize the
tisk of currency raté fluctuations by generally contracting for payment in U.S, dollars.’ IR \

Many aspects of Rowan’s operations are subject to government regulation, as in the areas of eqmpplng and
operating vessels, drilling practices and methods-and taxation. In’addition, various countries (including the
United States) have regulations relating to environmental protection and pollution control, Recent events have also
increased the sensitivity of the oil and gas industry to environmental matters. Rowan could become liable for
damages resulting from pollution of offshore watefs and; under United States regulations, must establish financial
responsibility. Generally, Rowan is substantially indemnified under its drilling contracts for pollution damages,
except in certain cases of pollution emanating above the surface’of land or water from spills of pollutants, of in the
case of pollutants emanating from the Company s drilling rigs, but no assurance can be given regarding the
enforceability of such indemnification provisions.

(A -*"-i.' o

" As previously reported, during 2004, Rowan learned that the Environmental and Natural Résources Division;
Environmental Crimes Section of -the U.S. Department “of ‘Justice (DOJ) had begun-conducting a criminal _
investigation of environmental matters involving séveral of the Company’s offshore drilling rigs. Since that time,
the Company has fully cooperated with the investigation, including responding to-the DOJ’s subpoenas for certain
documentation regardmg its operations. The DOJ has a broad range of cml and criminal sanctions under
environmental and other laws which it may pursue such as mjuncuve relief, fi ines (mcludmg rhulti-million dollar
fines), penalties and modlﬁcat:ons to business practices and comphance programs. Rowan has been engaged in
discussions with the DOJ regarding a possible resolution of its investigation, mcludmg fines and, add1t1onal
sanctions against the Company. As a result of recenl drscussrons ‘with thc ?OJ Rowan cxpects to make ﬁnes and
environmental fund payments of $9 million and has recogmzed such amount as a charge to 1ts fourth quartér 2006
operanons
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Rowan believes that it currently complles in all material respects ; with legrslatron and regulations affecting the

" drilling of oil and gas wells and the dlscharge of wastes. To date the Company has made significant modifications to

its Gulf 6f Mexico rigs to reduce waste and rain watet dlschargc and beheves that it could operate those rigs at “zero
dlscharge without material additional expenduures Otherwise, and’ excepl as set forth above, regulatory com-
pliance has not materially affected the capital expénditures, earnings or competmve position of the Company to
date, although such measures do increase drilling costs and may reduce drilling actwrty Further regulations may
reasonably be anticipated, but any effects thereof on Rowan’s drilling operations cannot be accurately pred1cted

. Rowan is subject to the requrrements of the Fedetal Occupauonal Safety and Health Act (“OSHA") and
comparable state statutes. OSHA’s hazard communication standard, the Environmental Protection Agency s
“community right-to-know” regulations and comparable state statutes require Rowar to organize and report
certain information about the hazardous matenals used in its operatrous to employees state and local government
authonues and local citizens. L

Since the explorauon activities of Rowan’s present and potential customers are directly impacted by state,
federal and forelgn regulations” assocrated with the producuon and transponauon of oil and gas, the demand for
Rowan’s: dnllmg services is also affected: . : EANCOPI

| . A it

MANUFACTURING OPERATIONS ' . . . SR

" The Company 8 manufacturmg operanons are’ conducted by LeToumeau Inc., a wholly -owned subsidiary of
the Company formed in 1994 to acquire the nét asseis of Matathon LeTourneau Company, headquartéred in
Longview, Texas. Recently, LeTourneau, Inc. was renamed LeTourneau Technologies, Inc. (“LeToumeau”).
LeToumneau operates in six markets where large 'scale, steel 1ntens1ve high-load beanng, complex products
prOJects and servrces are apphed ' et Mo ’

l . —‘,-.;‘ P R, 1

In 2006, LeTourneau generated external revenues of $443.3 rmllron and income from operations of $38 0 mil-

- lion. External manufacturing backlog for all product lines was approximately $530 million at December 31, 2006,

most of which is expected to be realized in 2007, compared with $388 million at December 31, 2005.

’, 8




The Steel Products group operates a mini mill in Longview, Texas that recyclés scrap and produces steel plate
for internal needs and external customers. ‘The mini mill produces carbon, alloy and tool steel plate producm The
Steel Products group concentrates on niche markets that require higher end stee! grades, including mold steels, free
machining, aircraft quality steels and hydrogen, crack-resistant steels. External steel sales, which are garnered
through a.direct sales force; consist.primarily of steel plate, but also include value-added fabrication of steel
products. Steel products are generally sold to steel service centérs, fabricators and manufacturers: The market for
plate products is North America. The markets for fabricated product sales are regional and encompass Texas,
Oklahoma, Louisiana, Mississippi and Arkansas. LeTourneau ships alloy and specialty grades of plate products
nationally and ‘exports quantities to Mexico and Canada. Carbon and alloy plate products are also used internally in
the productron of equlpment and parts.

The Mmmg Products group produces heavy equ1pment for the mining market such as large wheeled front-end
loaders. 'I'hese loaders feature bucket capacities of 18,28, 33 and 53 cubic yards, with the latter two capacities being
largest in the industry. LeTournéau loaders are generally used in coal, gold, copper, diamond and iron ore mines and
utilize proprietary diesel-electric drive system with digital controls. This system allows large, mobile equipment to
stop, start and reverse direction without gear shifting and high maintenance braking. LeTourncau wheeled loaders
can load rear-dump trucks in the 85-ton to 400-ton range. Mining products and parts are distributed through a
worldwide network of mdependenl distributors and its own distribution network servmg the western United States
and Australra
T TS I . .

The Forestry Products group based in Portland, Oregon, supplies:diesel-electric powered log stackers with

either two or- four_ wheel drive configurations and load capacities ranging from 35 to 55 tons.
The Offshore Products group built the first jack-up drilling rig in 1955 and has designed or built more than
200 units since; including all 21 in the Rowan fleet. The Offshore Products shipyard in Vicksburg, Mississippi was
reactivated during 199521996 following Rowan’s announcement of the planned construction of Gorilla.V and is
dedicated to providing equipment, spare parts and engineering support to the offshore drilling industry. Some rig
component manufacturing and rig repair scrvrces as well as design engineering, continue to be performed at
LeToumeau ] Longvrew Texas facrllty

As noted prevrous]y, the Offshore Products group has delivered four Super Gorilla class jack-ups to Rowan
(1998-2003) and three Tarzan Class jack-ups (2004-2006), and is currently constructing for the Company the first of
two 240C class jack-ups. A fourth Tarzan Class rig is being constructed at a third party facility under a sub-contract
arrangement In addition, a Super 116E class jack-up drilling rig purchased by Perforadora Central, S.A. de CV.is

‘neanng completlon at Vncksburg and will soon relocate to Sablne Pass Texas for ﬁnal outﬁttlng

"The Drilling Systems group created followrng the acqursmon of the Ellis Williams Company in 2000 desrgns
and ‘manufactures mud pumps in a wide range of sizes, including the targest in the world; for a variety of
applications. In recent years, the Drilling Systems group has developed other drilling systems components such as
drawworks, roLary tables and top drives. These products reflect the application of innovative technology in an effort
to attain market- leadmg hfecycle performance though they have yet to achleve ‘wide acceptance outside of Rowan.

The Power Systems group, created following the acqursmon of Oilfield-Electric-Marine, Inc. in January 2002,
designs and manufactures variable speed AC motors, variable frequency drive systems and other electrical
components for the oil and gas, marine, mining and dredging industries. This group also provides innovative
switch reluctance drives in-medium to large horsepower applications. These captive electric drive technologies are
_key to the LeTourneau product lines, and are increasingly being offered externally to non-competitive equipment
applications.

LeTourneau: markets and sells its mining and forestry products and their support parts primarily through an
established international dealer network. LeTourneau dealers are predominantly independent, business organiza-
tions and all have established dealer agreements with LeTourneau. The dealers are responsible for selling products
on behalf of LeTourneau to end -users and providing the necessary follow-up service and parts directly to those end-
users. ‘ .

*
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LeTourneau emphasizes the supply of after-market parts and components for repair and maintenance of
products deltvered in their respective markets. These are marketed through the aforementroned dealer network
Global srtes for parts stocking, reburldmg and service mc]ude approxxmately 60 locatrons on’ srx conunents '

LeTourneaun engages in research and product development, primarily to'i increase the capacrty a'nd performance
of its product lines on a continuous improvement basis. The Company routinely evaluates its products and’ after-
market applications with the intention of makmg enhancements T

Raw Materials . -' W : ‘

The principal raw material utilized in manufacturing operations is steel plate, much of which is supplied by the
steel mini mill. Other required materials are generally available in sufficient quantities to meet manufacturing needs
through purchases in the open market. LeTourneau does not believe that it is dependem on any single suppller

Competition ' Co L e e
The Mining Products ‘group encounters competition worldwide from several sources. The LeTourneau
wheeled .loader product line has only. two. direct, competitors; however, the larger, loader models compete- with
other types of loading equipment, prrmanly electric shovels and hydraullc excavators. Internal market studies ‘
indicate that, in the large-loader market (above 1,000 horsepower), LeTourneau has achieved about a 40% share of - -
worldwide sales over the past decade. LéToumean recently reentered the small-loader market (1,000 horsepower
and below), and currently has about a 2% market share due to the availability of smaller and cheaper altematives
There are four major compeutors for log stackers. Based upon market studles the Forestry Products group has
an estimated market share of around 20% in the Umted States and around 15% in Canada o o

The Steel Products group encounters compeunon from a total of six lTlaJOl' compentors with four in plate
products and two in fabricated products LeTourneau’s share of the overall steel market is negligible; however, it is

very competitive in certain niche apphcatlons for high-strength, thick plate. Internal requirements for steel plate_ .

provide a base load for the steel mill, and the Steel Products group uses a small, direct sales force to sell spec1allzed
alloy, carbon and tool steel products to steel service centers, fabricators, and other manufacturers ‘_ v

Since . 19535, when the ﬁrst LeToumeau Jack-up was dellvered the Offshore Products group has been
recognized as a leading desrgner and builder of jack-up drilling rigs. We beheve that there are currently more
than 60 jack-ups under construction or contracted for construction worldwrde 10 of which are LeTourneau desrgns
At present, LeTourneau has a limited number of competltors m the rig construction and-support mdustry However,
there are numerous shipyard, facrlltres w1th the capablhty for jack-up rig construction. | .

. " PR

" The Dnllm g Systems group 3 prmcrpa] compentor in the mud pump market has a share of approx1rnately 80%.

The competluon LeTourneau encounters 1n the sale of after market parts is fragmented with only three other
companies considered to be direct competltors Vendors supplymg parts directly to end- -users and others who obtain
and copy the parts for cheaper and lower quahty substltutes provrde more intense competition than l_eTourneau s
direct competltors

k]

" Historically, LeTourneau’s customer base has been diverse, such that none of its product lmes have been
dependent upon any one customer or small group of customers. .
. : : AR

LeTourneau offers warranties and parts guarantees. The warranties extend for stlpulated penods of ownershlp

or hours of usage. whichever occurs first. Parts consumption guaranties and maintenance, and ‘repair contracts are
made on the-same basis. The parts-return policy provides that returned parts'must be in new usable condition, in
current. production and readily resalable. In most cases, dealers of LeToumnéau's products perform the warranty
work. Within its Offshore Products-group, LeTournéau generally performs warranty work dlrectly and’ accrues for_
estitnated future warranty costs based on historical experience. '

n
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Regulat:ons and Hazards

LeToumeau 5 manufactunng operat1ons and facilities are sub]ect to regulatlon by a variety of local, state and
federal agencies which regulate safety and the dtscharge of materials into the environment, including - the
Environmental Protection Agency (EPA),-the Texas Commission on Environmental Quality (TCEQ) and the
Mississippi Department of Environmental Quality. LeTourneau 8 manufacturlng facllltles are also subject to the
requlrements of OSHA and comparable state statutes ‘

Hazardous materials are generated at LeToumeau ] Longvtew Texas plant during the steel making process.
Industrial wastewater generated at the mini mill for cooling purposes is re-circulated and quality tests are conducted

. regularly. The facility has permits for wastewater discharges, solid waste drsposal and air emissions. Waste products

consrdered hazardous by the EPA are. dlsp0sed of by shipment to an EPA or state approved waste drsposal facility.

During 2006, LeTourneau discovered greater than permttted traces of the radioactive material cesium within
its mini mill, which it believes was released from shielded scrap metal during processing: Remediation efforts were
performed and operations restored to normal in a short penod An extenswe momtonng system has been mstalled to
prevent re-occurrence.

LeTourneau jack-up designs are subject to.regulatory approval by various agencies, depending upon the
geographic areas where the rig will be qualified for drilling. The rules vary by location and are subject to frequent
change, and pnmanly relate to safety.and environmental i issues, m addltlon to'those which classify the jack- up asa
vessel. ) . -
i . : o :
" LeTourneau may be liable for damages resultmg from pollution of air, land and inland waters associated with
its manufacturing operations. LeTourneau believes that compliance. with environmental protection Jaws and
regulations will have no-material’ effect on its capital expenditures, earings or competltwe position during
2007. Further regulations may reasonably be anticipated, but any effects thereof on the Company s manufacturing
operations cannot be accurately predicted. C o , S

. Asa manufacturtng company, LeTourneau may be responsible. for certain’ nsks assoc1ated w1th the usé of its
products These risks include product liability claims’ for personal injury and/or death property damage, loss of .

’ product use, business mterrupuon and necessary legal expenses to defend LeTourneau agamst such’ claims.
" LeTourneau carries ‘insurance that it bel:e\es adequately covers such risks. LeTournean did not assume certain

liabilities of Marathon LeTourneau Company, such as product liability and tort claiis, assocrated wrth all products
manufactured produced marketed or drsmbuted prior to the date of the. acqutsltlon

) VDISCONTINUED OPERATIONS

Through 2004, Rowan provided, through a wholly- ~owned subsidiary, Era Aviation, Inc. (“Era”) contract and

.charter helicopter and fixed- -wing. aviation services principally in Alaska, the coastal areas of Louisiana and Texas,

and the western' United States, using a combmed fleet of more than 100. hellcopters and fixed-wmg alrcraft
Effectzve'December 31 2004 Rowan sold the' stock. of Era for cash! i : :

Durmg the 2000 2005 penod Rowan operated six anchor-handltng, towmg and supply boat_s obtamed under
operatmg lease agreements The boats were fully crewed by the’ lessor, but managed by Rowan'to provide towmg
and supply services for its drilling operatrons or third partles During 2005, Rowan assrgned the remaining lease
term‘and sold its purchase options on four anchor handlmg boats and allowed the leases covenng the two remammg
boats to expire. .., T A

- See ‘Note 12 of the Notes to Consolldated Fmancnal Statements on page 66 of l‘.hlS Form IO-K for more

meon'nauon regardmg the Company s discontinued operatlons

EMPLOYEES ek

Rowan had 5, l60 4, 577 and 4, 392 employees at December 3] 2006 2005 and 2004 respectwely Included in
these numbers-are citizens of the United-States and other.countries. None of the Company s employees are covered
by. collective bargammg agreements wnh labor umons Rowan. consrders relatlons with its employees to be
sausfactory ‘ _ . .




ITEM 1A. RISK FACTORS

* You should consider carefu'lly the following risk factors, in addition to the other inférmation contained and
incorporated by referenee in this Form 1041(, before deciding to invesl in our common stoc_k. '

R . . o 1

Qur operations are volatile aud heavdy dependent upan commodity pnces and other faemrs beyond our
contml.

L The 3uccess of our dnllmg operatlons depends heavily upon the condition of the oil and gas industry and the
level of drilling actwrty Demand for our drilling services is vulnerable to periodic declines in drilling activity that
are typically associated with depressed oil and natural gas prices. Oil and natural gas prices have historically been
very volatile, and our drilling operatlons have in the past suffered through long periods of weak market conditions.

Demand for our drilling services also depends on addmonal factors that are beyond our control, including:
. ﬂuctuations in the worldwide demand for oil and natural gas;

« the willingness and ability of the Organization of Petroleum Expomng Countries, or OPEC, to limit
production levels and influence pnces |

. pohtrcal and military conflicts in orl-producing areas and the effécts of terrorism;

* the level of producuon 1n non- OPEC counmes

* laws; regulations and polrcres of various govemments regardmg exploratlon and development of their 01I and

* natural gas reserves;
b

. 'advances in exploration and development technology; and

«. further consolidation of our customer base.

3

Ourdrilling operatrons will be adversely affected by future declines in oil and natural gas prices, but we cannot
predict the extent of that effect Nor can we assure you that a reduction in offshore drilling activity will not occur for
other reasons. Our manufacturmg operatlons though less volatrle are also dependent on commodrty pnces whrch
affect demand for rigs and rig components and mmmg and umber equrpment and parts.

. We have incurred losses recently and over prolonged perwds in the past, a circumstance that could occur,t
" again in the future . S

oL . N

In 2004 we 1ncurred a net loss of $1.3, mllhon In 2003 we mcurred a$33 million net loss. from eontmumg
operations. In 2002, we experienced a decline in revenues.and incurred a loss from operations of $30.9 million.
During the 1985-1995 period, we consistently incurred net losses that totaled more than $360 million. The inherent
vo]atility‘of the businesses in which we operate makes it likely that we will ineur additional losses in the future.

Our markets are h:ghly campeunee, whwh may make it d;fﬁcult for us to maintain sat:sfactary pnce
levels .. . . .

a0 w Ll . . s . o AERL PR

il

Our drilling and manufacturing markets are highly competitive, and no single participant is dominant.’In ouf
drilling 'markets, drilling contracts are often awarded on a competitive bid basis, with intense price competmon
frequently being the primary factor determlmng which qualified contractor is awarded the job, although rig
availability and location, the contractor’s safety and operatlonal record and the quality and technical capability of
service and equipment are also factors. Additionally, ongoing mergers among oil and natural gas exploration and
production companies reduce the number of available customers and usually delay or cancel drilling projects, which
may further increase competition in our drilling markets. OQur-manufacturing markets are also characterized by
vigorous competition among several 'competitors Some of our competitors possess greater financial resources than
we do. We may have to reduce our prices in order to remain competltlve in our markets, whrch could have an adverse
effect on our operatmg results
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The drilling industry has historically been cyclical, and periods of low demand could have an adverse
effect on our operating results.

The contract drilling industry has historically been cyclical, with periods of high demand, short rig supply and
high day rates, followed by periods of lower demand, excess rig supply and low day rates. Although demand for
drilling services is currently strong, there can be no assurances that demand will not decline in future periods. Strong
demand may lead to an increase in new rig construction and reactivation of cold-stacked rigs, which could lead to
increased price competition. We believe there are currently more than 60 competitive jack-ups under construction or
contracted for construction worldwide. There can be no assurances that the market will be able to fully absorb the
addition of these new rigs to the worldwide fleet, and the addition of these rigs could lead to decreased rig
utilization, increased price competition and lower day rates. Prolonged periods of low rig utilization and day rates
require us to enter into lower rate contracts or to idle rigs, which could have an adverse effect on our operating
results and cash flows: Prolonged periods of low rig utilization and day rates could also result in the recognition of
impairment charges on certain of our drilling rigs if future cash flow estimates, based upon information available to
management at the time, indicate that their carrying value may not be recoverable.

Most of our contracts are fixed-price contracts, and increases in our operating costs could have an
adverse effect on the pmﬁmbzmy of those contracts. '

Most of our dnllmg contracts provrde for the payment of a fixed day rate per rig operatmg day and our
manufacturing contracts typically provide for a fixed price. However, many of our operating costs are unpredictable
and vary based on events beyond our.control. OQur gross margins on these contracts will vary based on fluctuations in
our operating costs during the terms of these contracts. If our costs increase or we encounter unforeseen costs, we
may not be able to recover such costs from our customers, which could adversely affect our financial position,
results of operations and cash flows. Our backlog has increased significantly:over the past 18 months and consists
mainly of fixed-price products and services to be delivered over the next two years. Accordingly, the magnitude of ~
our exposure to possible losses on fixed-price contracts has increased along with the increase in the backlog.

Our fleet eéxpansion program may encounter liquidity problems.

- If operating condmons deteriorate, our results of operatxons‘ would suffer and workmg capital may not be
adequate to finance our ongoing fleet expansion program Because outside ﬁrlancmg may not be available, we could
be forced to suspend rig construction activities.

We have in progress an offshore fleet expansron program under which we, plan to spend approxlmately
$238 million in 2007 towards the Completmn of our fourth Tarzan Class jack-up rig, the construction of two new
240C rigs and the completion of four new land rigs. Anolher $155 million is committed in 2007 for ongoing
upgrades to existing cqulpmem and facilities. We currently have no available lines of credit, thus all of our planned
capital expenditures will need to be mtemally financed’ through working capital or operating cash flows. If we
experience cost overruns or delays in our capital projects or if we shouild need additional financing and are unable to
obtain it at commercrally favorable rates, we could expenence llqu1d1ty problems

Rig upgrade, enhancement and new construction projects are subject to risks which could cause delays or
cost.overruns and adversely affect our financial position, results of operations and cash flows.

As noted above, we currently have a substantial fleet expansion program in progress and are constructing a
jack-up for.a Mexican contractor. These projects and other projects of this type are subject to risks of delay or cost
overruns inherent in any large construction project from numerous factors, 1ncludmg the following:

» shortages’of equipment, matenals or skilled labor;

. unscheduled delays in the delivery of ordered materials and equipment;' :

. * ’

. mablhty to obtain required permns or approvals

ER

Sl unantrcrpated cost increases between order and delwery, which can be up to two years;
a” T.

< . adverse weather conditions;
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. design orengineering changes; and”

. work stoppages
f

Slgmﬁcant cost overruns or delays could adversely affect our ﬁnancral posmon resulis of operations and cash
flows. Addlnona]ly, failure to complete a project on'time may result in the delay of revenue from that rig, wh1ch also

could adversely affect our ﬁnanc1al posmon résults. of operanons and cash- flows. .

Ca
1

T . t' A . . oL T . -~ .
Our four Super Gonlla class ngs and two af our Tarzan C!ass ngs are pledged as security under our
govemment-guaranteed debt armngemems ‘ :

If operating ¢conditions detenorate and lf ‘market condmons were to remam depressed fora long period of time,
our results of operations would suffer and working capltal and other financial resources may not be available or
adequate- to service our outstanding debt. Our four Super Gorilla class jack-ups and two of our Tarzan Class
jack-ups are pledged as security under our government-guaranteed debt arrangements. If we were unable to service
our debt, it is possible that these assets could be removed from our fleet in which case our ability to generate
revenues would be significantly reduced

Our results of operatzons will be adversely ajfected zf we are unable to secure dnl!mg comracts for our
ngs on. economtcal’ly favorable terms ) o !

-
.
4

: The drilling markets. in which we compete frequently experience, s1gn1ﬁcant ﬂuctuauons in.the demand for
.drilling services, as measured by the level of exploration and development expenditures, and the supply of capable
drilling equipment. In response to fluctuating market conditions, we can, as we have done in the past, relocate
drilling ngs from one geographic area to another, but only when such moves are economically justified over the

) longer term. If demand for our ngs declmes our ng unhzanon and day rates are generally adverse]y affected.

The expansion of our dnllmg fleet i mcreases our dally operaung costs. We miay be unable to secure economtcal
drilling contracts for our new rigs, in wh1ch case their delivery will neganvely impact our operating re5ults

If our. cusmmers termmate or seek to renegot:ate our dru'lmg contmcts, our results of operatmns may be
adversely aﬂ'ected . S e .‘, - ‘

_ Some of our drilling contracts are cancelable by the customér upon specrﬁc notice by the customer 'or upon the
occurrence of events beyond our control, such as the loss or-destruction of the rig or the suspension- -of dritling
operations for a specified penod of time as a result of a breakdown of major equipment. Although our contracts may
require the customer to make an early termination payment upon cancellation of the contract, such payment may not
be sufficient to fully compensate us for the loss of the contract. Early termination of a contract may result in a r1g
being idle for an extended period of time. Our. financial position, results of ‘operations and cash flows may be
adversely affected by customers’ early termination of contracts, especrally if we are unable to re-contract the
affected rig within a short period of time. Addmonally, during adverse market conditions, a customer may be able to
obtain a comparable rig dt a lower da1ly rate, and as a result, may seek to renegotiate the terms of their existing -
drilling contract with us. The renegotiation of a number of our drilling contracts Could adversely affect our financial .
position, results of operations- and cash flows. ‘

Failure to obtain or retain highly skilled perséonnel could adversely affect our operations.-

We require highly skilled personnel to operate and provide technical services and support for our businesses.
Competition for skilled and other labor required for our drilling operations has increased in recent years as the.
number of rigs activated or added to worldw1de fleets has increased. Additionally, the competition for skilled and
other labor required for our manufacturing operauons has increased in recent years due to the significant expansion

~of busingésses. prowdmg eqtnpment and servrces to the energy industry. If this expansion continues and the demand

s for drtllmg services remains strong or incréases, shortages of qualified personnel could develop, creating upward
préssure’ on wages and making 1t more d1fﬁcult tor staff and service our rigs, which could adversely affect’ our
operatmg results. - T - '
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"Many of ou'r_ drillin;g rigs are .rubject to damage or destruction by severé w.éalher.'

Much of the Gulf of Mexico, the North Sea and offshore eastern Canada frequently experience hurricanes or
other extreme weather conditions. Many of our offshore drilling rigs are located in these areas and are thus Subject to
damage or destruction by these storms. Damage caused by high winds and turbulent seas could cause us to suspend
operatlons on such drilling rigs for significant periods of time until the damage can be repaired. Additionally, even if
our drilling ngs are not directly damaged by such storms, we may still experience disruptions in our operations due
to damage to our customer’s platforms and other related facilities in these areas. During Hurricanes Katrina and Rita
in 2003, we lost four rigs and another was significantly damaged: Future storms could result in the loss or damage of
additiona] rigs,-which would adversely affect our financial posi[ion, results of operations and cash flows.

We are subject. to aperanng nsks such as blowouts and well f ires that could result in envrranmental
damage, property loss, personal injury and death, some of which may not be cavered by insurance or
- recoverable indemnification. .

™ Our drilling operattons are subject to many hazards that could i increase the likelihood of accidents. Accidents
can result in;

. costly delays or cancellations of drilling operations;

*+ serious damag:a 1o or destruction of equipment;

. persona] 1n_]ury or death; ) ‘

. 51gn|ﬁcant tmpamnent of productng wells, Ieased properties or underground geological formations; and
. major environmental damage.

Our offshore drilling operations are also subject to marine hazards, either at offshore sites or while drilling
equipment is under tow, such as vessel capsizings, collisions or groundings. In addition, raising and lowering
jack- up rigs and drtllmg into high-pressure formations are complex,' hazardous acllv:tles and we frequently
encounter probiems.

»Our manufacturing operations also present serious rtsks Our manufactunng processes could pollute the air,
land, and inland waters,- and the products we manufacture could be implicated in lawsuits alleging environmental
harm, property loss,. personal injury and death. . :

We have had accidents in the past demonstrating some of the hazards described above, including high pressure
dnllmg acc:dents resulung m lost or damaged drilling formations and towing accidents resultmg in lost drilling
equtpment Any srmtlar events could yield future operating losses and have, srgmf‘ icant adverse impact on our
busmess

Our insurance coverage may be inadequate and has become more expensive.

Our insurance coverage is subject to certain significant deductibles and levels of self-insurance, does not cover
all types of losses and, in'some situations, may not provide full coverage for losses or liabilities resulting from our
operations. In-addition, due to' the losses sustained by us and. the offshore dritling industry as a consequence of
hurricanes that occurred in the Gulf of Mexico in 2004 and 2005, we may not be able to obtain future insurance
coverage comparable with that of prior years, thus putting us at a_ greater risk of loss due to severe weather
conditions and .other hazards, which could have a. material adverse effect on our financial position, results of
operations and cash flows. In addition, we are likely to continuing experiencing increased costs for available
insurance coverage which may impose higher deductibles-and timit maxrmum aggregated recoveries for certain
pertls such as hurricane related wmdstorm damage or loss. We may be required 1o modify our risk management
program in response to changes m the insurance market mcludlng mcreased nsk retention:

" Qur eustomers may be unable to mdemmfy us. . ' S .

. -

C0n51slent with- standard 1ndustry practtce we typlcally obtam contraetual :ndemmﬁcauon from our cus-
, tomers whereby such customers generally agree.to protect and mdemmfy us for liabilities resulting from various
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hazards associated with the drilling industry. However, there can be no assurance that our customers will be
financially able to meet these indemnification obligations, and the failure of a customer to meet such obligations,.
the failure of one or more of our insurance providers to meet claim obligations, or losses or Ilablhues resulung from
unindemnified, uninsured or underinsured events could have a matenal adverse effect on our financial posmon

results of operations and cash flows. . . e P T o
Government regulati'ons and environmental risks, which reduce our businéss'opparmnities and increase
our operanng costs, might worsen in the future

Government regulations dictate design and operating criteria for dn]lmg vessels; determine taxation levels to
which we (and our customers) are subject, control and often limit access to potential markets.and impose extensive
requirements concerning employee safety, environmental protection and pollution control. Environmental regu-
lations, in particular, prohibit access to some markéts and maké others less-economical, increase equipment and
personnel costs and oftén impose liability without regard to negligence or fault. In addition, governmental '
regulations may discourage our customers’ activities, reducing demand for our products and services. We may
be liable for damages resulting from poilution of offshore waters and, under United States regulations, must
establish financial responsibility in order to drill offshore.

In response to the significant damage to offshore rigs in recent srears' caused by Gulf of Mexico hurricanes,
various-industry and regulatory organizations are considering additional operating constraints during the tropical
storm season. Such constraints, if required, could limit the capability of many of the Company’s rigs to operate at
certain locauons in‘the Gulf of Mexico during a significant portion of each year. Depending upon the ‘Company’s
ability to obtain work elsewhere the impact of these additional regulations could be to reduce the Company’s ablllty
to generate drilling revenues.

‘

Our operations are’ mcreasmgly being conducted in foreign areas. S :

During 2006, we initiated a s:gmficam dnllmg operation in Saudi Arabla retumed to Tnmdad and establlshed
manufacturing service and supply shops in Dubai and Singapore. Foreign operatlons are often subjecl to, ‘political,
economic and other uncertainties not typically encountered in domestic operations, such as arbitrary taxation
policies, onerous customs restrictions, unstable currencies, security threats including terrorism and the risk of asset
expropriation due to foreign sovereignty over operating areas. Any one of these.factors could have a matenal
adverse effect on our financial position, resu]ts of opérations and cash flows. ‘

Anti- takeover provisions in our Certificate 0f Incorparation, bylaws and stockliolder rights plan could
make.it difficult for holders of our common stock fo recewe a premium far their shares upon a change of -

control. : .
l y ;

1]

'Holders of the common stock of acqu:smon targets may receive a premium for their shares upon a change of -

control. Delaware law and the following provisions, among others, of our Certificate of lncorporauon bylaws and
rights plan could have the. effect of delaying or preventing a change of control and could prevent holders of our
common stock from recewmg such a premmm . ) . ) R

+ The affirmative vote of 80% of the outstanding shares of our capital stock is required to approve business
combinations with any related person that has not been approved by our board of directors. We are also
subject to a provision of Delaware corporate law that prohibits us from engaging in a business combination
with any interested stockholder for three years from the date that person became an’interested stockholder
unless specified condmons are mel " ‘

1 - -, . - . .
. Specnal meetings .of stockholders may not be called by anyone other than our board of directors, our
. chairman, our executive committee or our president or chief executive officer. - oy '

.

» Our board of directors is divided into three classes whose terms end in successive years, so that less than a
majority of our board comes up for election at any annual meetmg T : !

¢ Qur board of directors has the authority to issue up to 5,000,000 shares of preferred stock and to determine
the voting rights and other privileges of these shares without any vote or action by our stockholders.
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OFFSHORE RIGS

Contract Status

Depth (Feet)(d)  year in
N_mjl_e_ Class(a) Water Drilling Service Location Customer -« Type(h)
Cantilever Jack-up Rigs: - .
20C#2G). ... 240C 400 35000 2009
WBOCHE. . .. 240C 400 35,000 2008
JLPBussellG) ............. 225C - 300 35000 2007 , .
Hank Bosw:ell(c)(d) .......... 225C 300 35000 2006  Saudi Arabia  Saudi Aramco - term
Bob Keller(c)(d) . . .......... 225C 300 35000 2005 Gulf of Mexico El Paso -u term
Scooter Yeargain(c)(d) ........ 225C 300 35000 2004  Saudi Arabia  Saudi Aramco - term-
Bob Palmer(c)(d) ........... 224C 550 35000 2003 Gulf of Mexico  Dominion = well-to-well
: BP term
Rowan Gorlla VII(c)e) . ... ... 219C 400 35,000 2002 North Sea Maersk term
Rowan Gorilla VI{c)e) ....... 219C 400 35000 2000 North Sea Talisman term
’ British Gas term
Rowan Gorilla Vic)(e) . .. ... .. 219C 400 35000 1998 North Sea Total ’te_rm' ‘
Rowan Gorilla IV{c)d) ....... 200C 450 35000 1986  Gulf of Mexico Arena single well
) Plains single well
Rowan Gonlla IH(c)d) . ... ... 200C 450 30,000 1984 Trintdad - EOG Lerm
- Petro-Canada- term
Rowan Gorilla O{c)d) .. . ... .. 200C 450 30,000 1984 Gulf of Mexico  Dominion  well-to-well
) ' Newfield  well-to-well
Rowan-California(c} ......... 116C 300 30,000 1983  Saudi Arabia  Saudi Aramco term
Cecil Provine(e)(g) .......... 116C 300 30,000 1982  Gulf of Mexico Apache well-to-well
Gilbert Rowe{c}d) .......... 116C 300 30000 1981 Qatar Maersk term
Arch Rowan(c)d) . .......... 116C 300 30000 1981 Saudi Arabia  Saudi Aramco . term
Charles Rowan{ed) ......... 116C 300 30,000 1981 Saudi Arabia  Saudi Aramco term
Rowan-Paris(e}(d) . ... ... . ... 116C 300 30,000 1930 Qatar Maersk term .
Rowan-Middletown(c)(d) ... ... 16C 300 30000 1980  Saudi Arabia  Saudi Aramco term
Conventional Jack-up Rigs: o .
Rowan-Tuneau{c)(f) . .. ....... 116 300 30000 1977 Gulf of Mexico Seneca well-to-well
Rowan-Alaska(c)f).......... 84 350 30,000 1975 Gulf of Mexico Devon well-to-well
Rowan-Louisiana(c)(f) . .. ... .. 84 350 30,000 1975  Gulf of Mexico Helix single well
) Dominion - single well
......... 52 250 20000 1972 Gulf of Mexico Helix well-to-well

Rowan-Anchorage(c)

Duration(i}

March 2011
January 2008 -
March 2011
March 2007
April' 2009
September 2007
November 2007
May 2008
November 2008
April 2007
October 2007
September 2007
April 2008.
April 2007
June 2007
April 2009
March 2007
January 2009-.
April 2009
April 2009
January 2009
April 2009

March 2007
March 2007
April 2007
August 2007
March 2007

(a) Indicated class is a number assigned by LeTourneau, Inc.'to jack-ups of its demgn and constructlon 'Class 200C
is a Gorilla class unit designed for extreme hostile environment capability. Class 219C is aSuper Gorilla class
unit, an enhanced version of the Gorilla class. Class 224C is a Super Gorifla XL class unit, which has been
tailored for the Gulf of Mexico. Class 225C is a Tarzan Class unit. Class 240C is a new desngn that the Company
expects will, over time, replace the 116C.

(b) Indicates rated water depth in current location and rated drilling depth

(c) Unit equipped with a top-drive drilling system

{d) Unit equipped with three mud pumps

{e) Unit equipped with four mud pumps

(f) Unit equipped with a skid base unit — refer to page 4 of this Form 10-K for a discussion of “skid base”

technology

.(g) Unit sold and leased back under agreement expiring in June 2008

(h) Refer to “Contracts” on page 6 of this Form 10-K for a discussion of types of drilling contracts.

(i) Indicates estimated completion date of work to be performed

() Indicates units currently under construction or planned with anticipated year of completion
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ONSHORE RIGS (a) - . P
s o M;::E‘:; Ni;:ki;u;“' " o - . Confract Status . ' -
Name . Type Depth (Feet)  Horsepower  Location Customer Type(b) * " Daratfon(c) |
Rig9 ........ Diesel electric 20,000 2,000 Texas . , . Encana tem” ... April 2007
Rigl2........ SCR diesel electric 18000 1,500 . Texas  Cimarex . . tem -, - March 2007
Rig 14........ . AC electric 35,000 3,000 Teias Newfield term, . - November 2007
Rig15... ... . AC electric 35,000 3000 . Texds” ‘ foo T ! .
Rigi8........ SCRdieselelectric 25,000 2,000 Texas Aiadarko term November 2009

Rig26.-....... SCR diesel electric 25,000 2,000 - " Téxas Newfield well-to-well May 2007
Rig29........ Mechanical 18,000 1,500 " Texas Anadarko well-to-well April 2007
Rig 1| S AC electric 20,000 2,600 Louisi_zina " Castex term " Apﬁl 2007
Rig 3. - :7..7 SCR diesel eleciric . 35,000 3,000 Texas  Noble Energy  well-to-well " April 2007
Rig33.% ... 0. SCR diesel electic. 18,000 1500 .Texas ° Devon <« welltowell  June 2009,
Rig34........ SCRdiesclelectric 25000 2000  Texas _Marathon tem " January 2008
- Rig3s...... .. i SCR diesel electric 18,000 C1,500 . Texas . PetroQuest " term . January 2008
Rig4l......... SCRdieselelectic 25,000 2,000 Texas  Newfield - term, - o “April 2007
Rig5l........ SCR diesel electric 25000 . 2,000 Texas. @ .. Pogo mulli-ple well . s ‘Janua;y :’!008
Righ2........ SCR diesel electric 25,000 2,000 Texas .. "Newfield . term - October 2007
. Rig53.. ....." SCRdiesel electric 25,000 2000 OKlahoma - “Marathon  * well-to-well +*:March 2007
Righd. .. ... ... SCR diesel electric 25,000 2,000 Texas Newfield - - term "I\'{’_ay 2007
Rig 59.° R -AC electric 25,000 2,000 Lovisiana * Dominion - term " June 2008
Rig 0. .. . .. . AC electric 25,000 2,000 Texas Anadarko term . - -April 2009
Rig6l. . ..... ACelectric 25.000 2,000 Texas - Anadarko term April 2008
Rig62........  ACelectric 25,000 2,000 Texas Anadatko Cem April 2009
Rig63.. .....  AC electric 25,000 2000 2 Texas  Anadako - term . April 2008
gﬁg&. e AC electric 25000 2,000 Texas Cabot s term " -+ -, November 2008
Rig65........  ACelectric 25,000 2,000 . Texas Pionger _derm .Dccembcr 2009
Rig 66 . e . AC electric 25,000 Z.iﬁ_)OO Texas | Peu‘oQuesl . Tterm January 2010
Rig67........ . ACelectic 25000 2000 . Texas  ConocoPhillips.  term ".’Febmary 2010
Rig68.........  ACelectric 25000 - 2,000 ‘ Pioneer ., term’ ﬁ—-March 2010
Rig69. . ... ... ACelectric 25,000 2,000 T A
Rig70...:....  AC electric 25,000 2,000 . ' I

(a) Moql of the rigs were constructed at various dates between 1960 and 1982, utilizing new as well as used
neqmpment and have-since been substantially rebuilt. Rigs 51 — 54 were constructed during 2001-02 Rngs
-:59-66 were completed during 2006 and rig 67 during early 2007 Rig 68 should be completed by Tate March ~

2007 and rigs 69 and 70 during the third quarter of 2007. All but ngs 9, 29 and 35.are equ1ppcd with a top drive .

dnl]mg system. - - e - v

" (b} Refer to “Contracts” on page 6 of this Form 10-K for-a discussion of types ‘of drilling contracts B
(c} Indicates estlmated compleuon date of work to be performed or duration of pending long- lerrn comracts

e w0 o
Rowan’s drilling dmsmn leases and, in some cases, owns various operating and admlmstrauve facnlltles
generally consisting of office, maintenance and storage space in the states of Alaska, Texas and Louisiana’ and inthe .

countries .of Canada, England Scotfand, Bahrain, Saudi Arabla and Qatar . - ST
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MANUFACTURING FACILITIES

. LeTourneau’s principal manufacturing facility and headquarters are located in Longview, Texas, on approx-
imately 2,400 acres with approximately 1.2 million square feet of covered working area. The facility contains:

= a steel mini mlll with 330,000 square feet of covered working area; the mill has two 25- ton electnc arc
furnaces capable of producing 120 000 melted tons per year;

« afabrication shop with 300,000 square feet of covered working area; the shop has a3, 000 ton vemcal bender
for making roll-ups or flattening materials down to 2% inches thick by 11 feet wide;

= « a machine shop with 140, 000 square feet of covered working area; and o
, *an assembly shop with 124 ;000 square feet of covered working area. /

Dnlhng Systems and Power Systems products are machined, fabncated assembled and tested at a facility in
Houston, Texas, having approximately 450,000 square feet of covered work area-and 45,000 square feet of office
space.. This capacity is supported by the Longview, Texas, facility. - P

The Offshore Products group s rig construction facility is located in Vlcksburg, Mississippi, on 1,850 acres of
land and has approximately 560,000 square feet of covered work area. The group’s rig service and repair operation
is carried out primarily ‘at the Company,s Sabine Pass, Texas, facility.

' [}

The distributor of forestry products i in the northwestern United States is located on a six-acre site in Troutdale
Oregon w1th approximately 22 000 square feet of building space..

’ The distributor of mining products in the western United States is located in a leased facility in Tucson
Arizona; having approximately 20,000 square feet. The distributor of mining products in Australia is located in a
leased facility in Murarrie, Queensland, having approximately 29,500 square feet. There are addmona] branch
locatlons in each’ Australian territory.

ITEM 3. LEGAL PROCEEDINGS

Rowan leased the 'Rowan- Hahfax under a charter agreement that commenced in 1984 and was scheduled to
expire in March 2008. The rig was insured for $43. 4 million prior to being lost during Hurricane Rita in September
2005. The Company believes the insured value satisfied the requirements of the charter agreement, and by a margin
sufficient to cover the $6.3 million carrying value of its equipment installed on the rig. However, the owner of the rig
claimed that the rig should have been insured for its-fair market value and sought recovery from Rowan for
-compensation above the insured value. Thus, the Company assumed no insurance proceeds related to the Rowan-
Halifax and recorded a charge during the third quarter of 2005 for the full carrying value of its equrpment On
November 3, 2005, the Company filed a declaratory judgment action styled Rowan Companies, Inc. vs. Textron
Financial Corporauon and Wilmington Trust Company as Owner Trustee of the Rowan-Halifax 116-C Jack-Up Rig-
" in the 215™ Judicial District Court of Harris County, Texas. The owner filed a similar declaratory judgment action,
claiming a value of approximately $83 million for the rig. The owner’s motion for summary ‘judgment was granted
on January 25, 2007 which, unless overturned on appeal, would make Rowan liable to the owner for the
approximately $40 million drfference between the owner’s claim and the msurance coverage, plus interest and
costs. The Company continues to believe that its interpretation of the charter agreement is correct and intends to
vrgorously pursue an appeal to overturn the summary judgment ruling.

i

. During 2004 Rowan learned that the Envrronmental and Natural Resources Drvnsron Environmental Crimes
Section of the U.S, Department of Justice (DOJ) had begun conductmg a criminal mvesugatron of environmental
matters involving several of the Company’s offshore drilling rigs. Since that time, the Company "has ‘fully
cooperated with the investigation, including responding to the DOJ’s subpoenas for certain documentation
regarding its operations.

The DOJ has a broad range of civil and criminal sanctions under environmental and other laws which it may
pursue such as injunctive reli€f, fines (including mulu million dollar ﬁnes) penalties and modrﬁcatlons to business

practices. and complrance programs.
£
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Rowan has been engaged in’ discussions with the DOJ regarding a possible resolution of . its investigation,
including fines and additional sanctions against the Company. As a-result of recent discussions with the DOJ, '
Rowan expects to pay fines and environmental fund payments of $9 m11110n ‘and has recogmzed such amount asa
charge 10 its fourth quarter 2006 operatlont

A f? .
Dunng 2005, the Company learned that the DOJ was conductmg an investigation of potentlal antitrust
violations among helicopter transportation providers in the Gulf of Mexico. Rowan’s former aviation sub51dlary,
which was sold effective December 31, 2004, received a- subpoena in connection with the mvestlgauon The
Company has not been contacted by the DOJ, but the purchaser claimed. that Rowan is responsrble for any exposure
it may have. The Company has, disputed that claim. Ter : .

Rowan is involved in various legal proceedlngs 1nc1denta] o its busmesses and’is v1gorously defendmg its
position in all such matters. The Company believes that there are no other known contingencies, claims or lawsuits
that could have a material adverse effect on its financial posmon results of operattons or cash flows. . .

.

ITEM 4. SUBMISSION OF MATTERS TOA VOTE OF SECURITY HOLDERS

There were no-matters submitted to a vote of Rowan commeon stockholders dunng the fourth quarter of the
fiscal year ended December 31, 2006. o o S

ITEM 4A EXECUTIVE OFFICERS OF THE REGISTRANT

o

The names positions, years of eredlted service and ages of the ofﬁcers of the Company as of February 26,2007

are listed below. Officers are appointed by the Board of Directors and serve at the discretion of the Board of '

Directors. There are no family relationships among these officers, nor any arrangements or understandm gs between

any officer and any other person pursuant to which the ofﬁcer was selected . ,
LR " Years of
. ; Y ‘ Credited
Name o ‘ ' Position Foe ‘ Service “Age
D.F Mchase ........ e Chairman of the Board Presrdent and .. 33 55
Chief Executive Officer _
JohnL.Buvens.................... Executive Vice President, Legal 26 51
Mark A Keller .................. .. Executivé Vice President, Business 14 54 -
_ Development '
David'P. Russell .. ....... A Executive Vice Pre51dent Drlllmg d 23 45
Operations ’ ’
William H. Wells ............ "....:u Vice President, Fmance and Chlef : T2 44
- Financial Officer~..  ° . R
b. C. Eckermann{l) ............... Vice President, Manufacturing 20 - 59
William C. Provine . .. ....... ... ... Vice President, Investor Relations | - 20 60
Terry D. Woodall .. ............... Vice President, Human Resources = - I - 58
Michael J. Dowdy . . ... e Vice President, Engmeermg o 16 47
Gregory M. Hatfield .. .... ........ Controller =~ = - . - 12 37
Melanie M. Trent . ........... :.... Corporate Secretary and Special Ass1stant 1 42
to the CEO . o

(1) Mr. Eckermann also serves as President and Chlef Executlve Officer of LeTourneau- Technologles Inc., a
Rowan subsidiary. - ‘

Each of the officers listed above continuously served i m the posmon shown above for more than the past ﬁve )
years except as noted in the followmg paragraphs ”

Since May 2004, Mr. McNease’s principal occupauon has'been’in the posmon set forth. From May 2003 to
May 2004, Mr. McNease served as President and Chief Executive Officer of the Company."From August 2002 to
May 2003, Mr, McNease served as President-and Chief Operating Officer of the Company. From April 1999 to

21




. served the Company as Vice Presrdent Legal

, _August 2002 Mt McNease served as Executlve Vice President of the Company and President of its drillmg
subsndlanes Mr McNease was flrst elected to the Board of Dlrectors in Apl‘ll 1998 =

; Smce January 2007 Mr Buvens prmcrpal occupatlon has been in the posmon set. forth From Apnl 2003 untll
January 2007, Mr. Buvens served the: Company as Senior Vice President, Legal "Prior to that time, Mr. Buvens

Slnce January 2007 Mr Keller s prmcrpal occupatron has been in the position set forth. Prlor to that t1me
Mr. Keller served the Company as Semor Vlce Presrdent Marketmg

Smce January 2007 Mr. Russell’s prmcrpal occupatron has been in the posmon set forth From January 2005 to
January 2007, Mr. Russell served the Company as.Vice President, Dnllmg Prior to that time, Mr. Russell served the
Company as Vrce Presndent Rowan Dnllmg Company, Inc

- Since Janvary 2007 Mr: Wells prmcrpal occupation has been in the position set forth From May 2005 to

] anuary 2007, Mr. Wells served the Company as V1ce Pre51dent Finance and Treasurer. Prior to that time, Mr. Wells
served the Company as Controller B . . : : o

Since July 2005; Mr. Woodall s pnncrpal occupatron has been in the position set forth Pnor t6 that tlme
Mr Woodall was Manager US. Employee Servrces ‘for Schlumbérger. . .

Smce Apnl 2006 M. Dowdy s pr1nc1pal occupation has been in the posmon set forth Pnor to that time,
Mr. Dowdy was Chief Engmeer Marine Group for LeTourneau, Inc., a Rowan subsuhary

+ Since May 20035, Mr. l-latﬁeld’s pnnc1pal occupation has been in the posmon set forth. Prior to that time,

- Mr Hatﬁeld served the Company as Corporate Accountant

" Since J anuary 2007 Ms. Trent’s pnncrpal occupatlon has been in'the position sét forth From October 2005 to
January 2007, Ms. “Trent served the Company as Corporate Secretary and Compliance Officer. From 2004 —
September 2005, Ms. Trent performed ‘contract legal services, primarily for Jindal United Steel Corp., a Baytown,
Texas steel mill company. From* 1998 to September 2002, Ms. Trent worked at Reliant Energy, Incorporated as the
Semor Arde to the CEO (1999 2001) and then as Vice Presrdent — Investor Relations.

) PART 11'

ITEM 5. MARKET FOR REGISTRANT’S COMMON STOCK AND RELATED STOCKHOLDER
© " MATTERS. ’

Rowan’s Common Stock i$ tisted on the New York Stock Exchange The price range below is as reported by the
New York Stock Exchange on the Composne Tape On February 26, 2007, there were approximately 1,600 holders
of record.

. R - na . ' 2006 . 2005
Quarter s e e " L o High .L.ow ' High Low
BIISU . oo s e s L $4561 $3616  $33.04  $24.57
Second ... ....... e e 48.15  33.13-  31.57° 2453
Third: . . .. ... S S S 3677 2975 . 3810 2901
Fourth. .. 0. ... 0l ... SETU e 3799 29.03 . 3950  28.87

On February 25, 2005, Rowan paid a special cash dividend of $.25 per share of common stock to shareholders
of record on February 9, 2005. On September 1, 2005, Rowan paid a special cash dividend of $.25 per share of
common stock to shareholders of record-on August 17 2005. On February 24, 2006, Rowan paid a specral cash

. dividend of $.25 per common sharé to shareholders of tecord on February 8,2006. On May 2, 2006, Rowan 's Board
.of Directors approved a regular quarterly cash dividend $.10 per share, which the Company has since paid on each

of May 26, August 18 and November 29, 2006 and February 20, 2007. Future dividends, if any, will only be paid at
the discretion of the Board of Directors. At December 31, 2006, Rowan had approximately $158 million of retained

. eamings.available for distribution to stockholders.under the most restrictivé provisions of its debt agreements.
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- . For information concerning Common Stock of the Company t0 be issued in conn_ectidf) with the Company's
equity compensation- plans, see PART III, ITEM 12;,"SECURITY OWNERSHIP OF CERTAIN BENEFICIAL
OWNERS AND MANAGEMENT AND RELATED STOCKHOLDER- MATTERS on page 72 of this Form 10-K.

Lt
.

.. ITEM’s. SELECTED FINANCIALDATA .~ -+ . .

The following mformauon summarizes Rowan s results of operatlons and ﬁnanCIal posmon for each of the lasi
ﬁve years, -

‘2006 T 2005 . . 5004 DY 2003 2002
: 4 . _ (In thousands except per share amounts and ratios)
Operations .~ - . . O e e .
Revenues: : . G C. ‘
" Drilling Services. . . ... "$ 1067448 §° 775356 § 0472103 § 0 392211 3 323847
Manufacturing sales and services. . .. ............. 443,286 . 293,426 - 207,573 137,043 120,084
' Total ... 1,510,734 1,068,782 679,676 529,254 443931
Costs and expenses: ' ‘
.Dnllmg SEIVICES. .\ v e ey e P 511,664 - 394,595, - 326,687 302,194, 280,294
Manufacturing sales'and services. . .............. 329 253688 . 177,041 113,802 101666
Depreciation and amortization. . . .. . ......... L 89,971 81,204 78,489 70,002 61,828
Selling, general and administrative. . . ............ 71452 - 65,092 ’ 40,721 36,095 34,592
Gain on sales of property and equipment. . .. ... .. .- - (29,266)  -(52,449) (1,747) (2,002) 2 071)
Chzirge for'estimated environmental fine . . ... ... ... ~ 9,000 = — —
Gain on’hurricane-related events . . . =% ... ... ... — {13,948) L= - (l.464)
_ Total . ... e 1,025,040 728,182 - 621,191 520,091 474.845.
Income (loss) from operations . . . . . e e 485,694 340,600 58,485 9,163 {30914)
Other income (expense} —net. . .......... T 7,660 4870 . (13892) (14,284 145,608(1)
Provision (credit) fqr',ih_coine axes ... .o 176,377 127,633 17,108 . . (1,788) 40,194
~ Income (loss) from continuing operations . .. .% .....:. 316977 207,837 27485 (3333) 74,500
Income (loss) from’ discontinued operations including gain - e L
(loss) on sale, net of taxes(2) . ......... e 1,269 11,963 (28,758) (4,441) 11,778
Netincome (loss) . .........ccvrvriuirennn. $ 318246 $ 229800 $ - (1273 % .- (37 3 86278
Pér share of common stock: ' ' - R '
Net incomeé (Ioss) _ g ' o '
Basic: R : Co LT BTN - .
TIncome (loss) from continuing operations. . .. ... ... $ 287 § . 200-% 26 8 (04) $ © .79
. Income (loss) from disco_nlinqed operations . . ..... $- . 01 % < 11§, (27 §. (04§ A3
. Net'incorrne (loss) ......... A e U 280 § -« 211-%°° {(01) $ (08) $ 92
' Diluted: ‘ ' C. L . K
Income (loss) from conlmumg operauons ......... $ . 234 § 197 § 268 04§ 78
Income {loss) from dlscommued operauons s $ o1 3 AL § (2N 3% (04 § - 12
- Net income (]oss) ........................ $ 285 % 208 § o § (08) $ .90
Financial Position = - ' i o e
Cash and cash equivalents . . . .. ................. $ 258,041 .8 T 675903 § 465977 §. . 58227 §. 178756
Property, plant and equipment —net . . ... .......... 2,133,226 . 1,720,734 1,669,494 1620988 - 1457834
Total @8S€15 . .. .. ..o 3435398 2975,183 2492286 2,190,809 2,054,504
Long—term debt........... e P 485,404 T 550,326 574350 . 569,067 512,844
Stockholders® equity. . . ... ........ U e 1,874,046 ° 1,619,739 1,408,884 . 1,136,830 1,131,777
Statistical Information’~ . .. ' ST L
Current ratio, . , .. ... ..., S - 213 " 355 344 295 4.05
Long-term debt/ftotal capltalizauon ............... s 21 25 29 33 K] |
" Book value per share of commen stock ... ....... ... $ 1697 $ 1475 % 1312 § 1208 § 12.09
. Pric_e range of COMMON SI0CK. . 7o\ttt $29.03-48.15 $24.53-39.50 -$2095-27.26 $17.70-2672 $15.89-26.84
Cash dividends . . . . . e e .. % .55 % 50 8 — § — 3 25
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- (1) Rowan recorded a $157 l mrllron gam in 2002 f'rom the qett]emem of a drlllmg contmct dlspute

- (2), Amountq reflect lhe aggregd[e after-tax resuhs of Rowan’s aviation and’ boat operauons which were sold in

. 2004 and 2005, mcludmg the. resulting gain (loss) of $(16.0) million and $13.1 mrlllon respecuvely See

_ 'Note 12 of the Notes io Consolidated Financial Statéments on page 66 of this Form 10-K for further mformatlon
regardmg the Company s dncomlnued operatlons

L , ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND . |
- RESULTS OF OPERATIONS -

RESULTS OF OPERATIONS = 7. e

: R .'I__”he following’ table l}lgblrghts E{'ofw‘:éo’s operating results for the years indicated (in millions): :
‘ - N S S 7 2006 2005 2004
e T Beve'm.le's: S S - _ o .o
. Drilling ... e L e $1,0674 $ 7754 $472.1--
' .. Manufacturing .. ... .. R 4433 2934, " 2076

) Total oo o0 81,5107 81,0688 $679.7 ..

) : . - ‘- tr ) ' N e _

. Operatmg mcome e ’ : o < oL
aDnlhng...:' ....... T S FRRT $ 447.7-0°% 3329 $ 517 N
Manufaclurmg e P IR L0380 - LT 6.8 .

) S fotal L e .. $ 4857 S 3406 § 58.5
- - Income from co_n’tirl_uing operations .. .......... [ $ 3170 . $ 217.8- 3 215
lncome'(loss) from' discoptinued operatroﬁ's ...... . . "$ 12§ 120 '$(28.8)‘
. Netincome (osy) ... e e S s 3182, 3 298 - 5 (1

"As indicated in the precedmg table, Rowan s results of operations are heavrly dependent upon the performance of
our dnllmg division, which comprises about 94% of our fi xed assets and, over the past three years, “has generated 71% of
our aggregate revenues and 94% of our aggregate operaling income. Our manufacturing division has led the strategic
expansion and upgrade of our drilling fleet ‘and, in recent years, has improved its contribution to-our operating results.
The performance of each of our continuing’ operauons over the 2004-2006 period is discussed more fully - below

.. The amounts shown in the table above for Income (loss) from discontinued operamons reflect the aggregale
T after-tax results of our aviation and boat operatlom. for each of the past three years, including a $13.1 mrlhon after-
tax gain recogmzed on the sale of our boat purchase options in 2005 and a $16.0 million after-tax loss recogmzed on

ihe sale of our aviation operations in 2004. See Note 12 of the Notes to Consolidated Financial Statements- on

page 66 of thlS Form 10 l( for further information regarding the Company ] dlscommued operauons

[
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Dnllmg Operauons

Rowan’s drilling operatmg results are a funcuon of rig activity and day rates in our pr1nc1pal operating areas,
which have historically been offshore in the Gulf of Mexico, the North Sea and eastern Canada and onshore in Texas
and Louisiana. In 2006, we returned to the Middle East market with four jack-up rigs and have doubled our presence
there in early 2007. We are. selective in pursuing work in other overseas markets where our premium and harsh
environment jack-up rigs.are well-svited, and seek opportunities to maximize.long-term returns. Rig activitj( and
day rates are primarily determined: by encrgy company exploration and development expendltures which are
heavily influenced by oil and natural gas prices, and the availability of competitive equipment. Day rates generally
~ follow the trend in rig activity and, due to intense competition in the contract drilling industry, both have historically

_ declined much faster than they have risen.

Our rig fleets consist currently of 21 offshore jack-up rigs and 26 land rigs. Our offshore fleet features three
Gorilla class jack-ups built during the early 1980s, four Super Gorilla class jack-ups constructed during-the
1998-2003 period, and three Tarzan Class jack-ups delivered in the 2004-2006 period. Three additional jack-ups are
under construction or on order with deliveries expected over the next three years. Qur land fleet includes nine
newly-constructed rigs, four rigs built during 2001-2002 and 11 rigs that have been refurbished in recent years.
Three additional land rigs are expected to be completed during 2007, -

For the past several years, our offshore drilling operations have been focused in the Gulf of Mexico, where nine
of our offshore.rigs are currently deployed. This market is extremely fragmented among many oil and gas
companies, many of whom are independent operators whose drilling activities are often highly dependent upon
near-term operating cash flows. A-typical drilling assignment may call for 30-60 days of exploration or devel-
opment work, performed under a single-well contract with negotiable renewal options. Long-term contracts have ’
been rare, and generally are available only from the major mtegrated oil companies and a few of the larger
mdependem operators. Thus, drilling activity and day rates in this market have tended to fluctuate rather quickly,
and generally follow trends in natural gas prices. Rowan generilly avoided long-term commitments in the past
unless they prov1ded opportunities for rate adjustments in the future.

As discussed more fully below, high natural gas prices and the continued mi gration of ri gs to foreign markets in
recent years, coupled with the significant loss of equipment in 2005 due to hurricanes, have created a jack-up supply
deficit in the Gulf of Mexico. Asa result, rig day rates, which increased dramatically in 2005, continued to set new
records in 2006, and the occasional term drilling contract, ranging from six months to two years, has become
avallable for hlgh specification rigs. These opportunities have been more prevalent.in other markets, however, and
Rowan ‘has recently moved ngq from the Gulf of Mexico in pursuit of longer -term commitments.

The North Sea is a mature, harsh environment offshore dn]lmg market that has long been dommated by magor
oil and gas companies operating within a relatively tight regulatory environment. Project lead times are often
lengthy and drilling assignments, which typically require ultra premlum equipment capable of handling high down-
hole pressures and temperatures, can range from several months 'to several years. Thus, drilling activity and day
rates in the North Sea move slowly in response 0 mdrkcl condmons and generally follow trends in 01l prices.

Following a two-year absence, we returned to the North Sea with the newbuild Gorilla VH in early 2002 and added
Gorilla V 10 that market in late 2004. Gorilla VII is currently committed through the third quarter of 2007 while the
Gorilla V commitment should extend into the fourth quarter of 2008. Gorilla VI recently relocated to the North Sea from
eastern Canada for work in both the UK and Norwegian sectors that should extend into the second quarter of 2008,

We have operated offshore-castcrn Cana_da ‘at varying levels since the early 1980s, and our presence there
peaked at three fully utilized rigs in mid-2000. More recently, demand for harsh environment jack-ups in the area
has been sporadic and the departure of Gorilla VI leaves us with no drilling operations there at the present time.

* In August 2005, we obtained.a three-year contract from Saudi Aramco covering | four jack-up rigs offshore
Saudi Arabia, our first drilling assignment in the Middle East in 25 years. The Rowan-Middletown, Charles Rowan,
Arch Rowan and Rowan-California departed the Gulf of Mexico in January 2006 and commenced operations in the

_Persian Gulf in April. During 2006, we obtained two additional commitments in the Middle East market: a two-year
contraci for two jack-up rigs for Maersk offshore Qatar, which we commenced in late January 2007 with the Rowan-
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. Paris and Gilbert Rowe, and a four-year contract for Saudi Aramco for two Tarzan Class Jack ups the Scooter
Yeargam and Hank Boswell, which should begin in late March 2007.

L

* Rowan has never cold-stacked its dnllmg rigs dunng slack penocls as we believe: the long- tcrm cOsts of
retraining personnel and restarting equipment-negates any short-term savmgs Thus, our drilling expenses do not
typically fluctuate with rig activity, though they have increased as our ng fleets have been expanded and relocated.
Rig fleet additions in recent years have included the Tarzan Class jack-ups Hank Boswell (September 2006), Bob
Keller (August 2005) and Scooter Yeargain (April 2004), eight new land 1 ngs dellvered in 2006 and four exrstmg
land rigs that were refurbished during 2005 (two ngs) and 2003 (two rigs). ' .

2006 Compared to 2005

The following table hlghllghts the performance of our dnllmg dmsron during 2006 compared to 2005 (dollars
in millions): .

_ _ , 2006 2005 % Inerease -
CREVENUES. . . . e ee e B  $10674  $7754 . 38%
Operating inCoOme. . . ..........c.cooooo.... e L. 4477 3329 34% .
Operatmg income as a % of revenues. .. ...... R e 42% 43% ’ '

Drilling revenues mcreased by $292. ) million in 2006, due pnmanly to the effects of increased average day
rates, which more than offset the net impact of ehanges in our rigs fleets and reduced dnlhng actwuy for relocating
rigs, as follows (in millions):

JIncrease in average dayrates e e v $3573 L
Rigs lost/damaged in 2005 hurncanes ST e AR PR e L (75.4)

. Rigssold. ... ... TR - S S . e it P (288)
New rigs ..... ... U R U l...... 280
Increase in rebillable expenses ... ..l .. L L 239
Other, primarily reduced activity for relocating rigs. . .. ........................... (13 0

1’

Our overall offshore fleet uuhzatlon was 86% in 2006, down from 96% in 2005, as several ngs were bemg
prepared for long-term asmgnments overseas. We compute rig utilization as revenue-producmg days divided by
total available rig-days. Our average offshore day rate was $141,500 in 2006, an increase of approximately §1%
over 2005. Average day rates are determined as recordéd revenues, excluding rebilled expenses, divided by revenue-
producing days. Total revenue-producing days declined by just over 1,000 or 7% between years, ‘with much of that
decrease assocxated with the rigs that were bemg prepared for long-term assignments overseas.

Natural gas pnces remained at hlstoncally hlgh levels throughc_;ut 2006, though mild weather contributed to a
decline from the record average prices experienced during 2005. The migration of competitive jack-ups from the
Gulf of Mexico continued during 2006, which enabled higher rates for those rigs that remained in the area, and our
day rates easily surpassed our all time high levels. The following table summarizes average natural gas prices and
our Gulf of Mexico fleet utilization and average day rates during the year: oo

Natural Average ‘.  Average,
‘ _ . Gas (MCF)* Utilization =~ Day Rate
First QUArter 2006 - - .« ... ' st . $784  96% - $123,500"
Second quarter 2006. . .., . Lt i 6.65 - 96% 143,500
Third quarter 2006 . . . . . . . SO JE 6.18 88% 150,600
Fourth quarter 2006 " . oo ov ot e 724 83% 140,300
. Full year 2006 ....... e e 6.98 91% . 139,000 -
Full year 2005 ... . ... o ER 1.9.02 - 97% 71,100

v ‘ v

* Source: New York Mercantile Exchange (NYMEX)
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. As shownin lhe precedmg table our average Gulf of Mexrco day rate increased by 95% in 2006, though rates
began to weaken somewhat- during the fourth quarter. The onset of the humcane season in June dampened overall R
dnllmg activity during the third quarter, forcing available rigs. to compete for fewer shallow-water opportunmes '
and many operators had exhausted much of their drilling budgets before’ the end of the year ‘

.

Our third Tarzan Class Jack-up, the Hank Boswell, was dehvered and commenced operatlons in the Gulf of

Mexicoin September The Rowan-Louisiana, which was severely damaged in 2005 dunng Hurricane Katrina, was

returned to servicé in Decembei 2006. Eight rigs either began or ended the year . mobilizing from the Gulf of
Mexico; four rigs commenced operations in Saudi Arabia in April 2006; two rigs began drilling in Qatar in January -
2007 and two additional rigs were in the shipyard preparing to relocate to Saudi Arabia at year end. In addmon the
Gorilla 11T 1eft the Gulf of Mexico in August and began work in Trinidad i ‘in September As a resull our total
revenue-producing days in the Gulf of Mexico decreased by 3,479 or 47% dunng 2006: .

Spot oil prices continued to set records in 2006. Prices on the NYMEX traded between $55 and $70 per barrel
for almost the entire year, reaching an all time high of $77 per barrel in July, and ended the year at around $60. Thus,
many foreign markets-like the Middle East continued to lure jack-ups from the Gulf of Mexico with long-term
contracts at attractive rates. Our four jack-ups working offshore Saudi Arabia generated approxrmately $115 million
of drilling revenues in 2006, averaging more than $113,000 per day. - .

Demand’ for harsh environment equipment in the North Sea improved dunng the year ‘enabling us to keep our
rigs fully utilized and, as noted previously, increase our contracted backlog in thé area. Gorilla V was 95% utilized
in the UK sector of the North Sea ini 2006 and generated more than $138,000 per. day in drilling revenues dunng the
year. Gorilla VI was 98% utilized offshor¢ Denmark in 2006 and averaged more than $l98 000 per day there in
drilling revenues during the year. RS oor N

Gorilla VI was 85% utilized and generaled almost $184,000 per day in drilling revenues offshore eastérn’
Canada during 2006. Gorilla I was relocated from the Gulf of Mexico to Trinidad during the third quarter "of 2006,
where the rig was fully utilized and averaged more than $186, ()()O per day in drilling revenues durmg the remamder
of the year _ EN

Our 25 Jand ngs were 97% ut1l|zed in Texas, Louisiana and Oklahoma in 2006, and achieved an average day
rate of $22.600 during the year, compared to 98% and $18;400 in 2005. The fleet included eight of twelve new 2000
horsepower rigs that were constructéd during the year. One additional new land rig was completed in early 2007 and
the remamtng three rigs are expected to be delivered during the first and third quarters of 2007 Ten of the twelve
new rigs have been contracted for terms ranging from two to three years. : ‘ S :

Drilling operatmg costs 1ncrcased by $117.1 mrlhon or 30% in 2006 compared to 2005 due pnmanly to effects E
of the followmg (in millions): .

Insurance increased by 355% . ...... fe e e e I P -_-$_37.0§‘
Rebillable expenses — prrmanly towing costs — increased by 90% ... ... . oo P . 239
_ Repairs and maintenance for existing rigs increased. by 28% oo e T 17.0.
New rigs —pnmanly Bob Keller (September 2005) Hank Boswell (September 2006) and S
eight'land rigs-. .. ... .. it e e e e - 145
Labor costs increased by 8% ... .......... e e e PR [ 34

Selhng, general and admmlstrauve costs increased by $4.5 m1llron or 10%i in 2006, due pnmanly to additional
incentive compensation costs followmg the adoption of Statement ‘of Financial Accounting Standards No.- 123R.
Depreciation and amortization increased by $8.1 million or 12% in 2006, due primarily-to the addition of the rigs
noted above. : - , :

Dnlhng operatmg income in 2006 included $28 2 mtlhon of gams on asset dlsposals durmg the year
$24.5 million of which related to the instaliment sale of the Rowan-Midland and related equipment; compared to
$66.8 million in 2005, which resulted from both asset disposals and the net excess insurance recoveries related to
our losses during Hurricanes Katrina and Rita. Our 2006 operatmg results also included a $9 million charge for fines
and environmental fund payments expected to be made in connection:with a Department of Justice mvestlgauon
This matter is discussed more fully under Liquidity and Capltal Resources onpage36.". - ol
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2005 Compared t0 2004 - ‘ -

' The following table hlghhghts the performance of our dnllmg dmsmn dunng 2005 compared to 2004 (dollars
in l‘ﬂllllOﬂS)

2005 2004 % Increase

Revenues ............ o I $7754 . $4721 4%
Operatmg income . .. ... e e e 3329 51.7 544%
Operating income as a % of revenues . ................ e 3%  11%

Dnlhng revenues mcreased by $303 3 mllhon in 2005 due primarily to the effects of increased average day
rates, as follows (in mllilons) "

Increase in average day rates e T BT .o $254.6
Increase in drilling activity, mc]udmg net nnpact of changes in ng fleets.. . e 31.'2 -
Increase in rebillable expenses .. ... ... . e R ¥ 2 5

'+ Our overall offshore fleet utilization- was 96% in 2005, up from 92% in 2004 Our average offshore day rate
was $78,100 in 2005, an increase of approximately 60% over 2004. We compute rig utilization as revenue-
‘producing days divided by total available rig-days. Average day rates are determmed as recorded revenues,
excluding rebllled expenses, divided by revenue—producmg days.

Natural gas prices were at hlstoncally high levelsin early 2005, and mcreased funher during the year pnmanly
due to declining domestic production and growing demand. Prices went even higher following Hurricanes Katrina
*and Rita, as significant gas production from the Gulf of Mexico was shut-in due to damaged platforms and pipelines.

- These storms:also removed eight units from the: competltlve Jack-up fleet, including four of our rigs. Another six
rigs migrated to foreign markets. -during the year. Asa result, we were able to consnstently increase our Gulf of
Mexico day rates during 2005, The following table summarizes average natural gas prices and our Gulf of Mexico
ﬂeet utilization and average day rates during 2005: -

Natural ' Average Averuge '

) o . R Gas (MCF)* + Utilization ; -Day Rate ‘

First quarter 2005. ... . ... AU I R $°650  98% '$58,000

. Second quartér 2005 . ... ... Lo o ool 695 97% 66,500

Third quarter 2005 .. . . ... P o eeeeea 9730 99% 74,400

Fourth quarter 2005 . . ...+« v e e 1288  94% 92,100
CFull year 2005 .. ... oo L. L 902 91% 71,100

, Full'year 2004 ........ S e 618 " 92% 45200

* Source: New York Mercantlle Exchange '

‘As shown in the preceding table, our average Gulf of Mexico day rate increased by 57% in 3005. Our Gulf of
Mexico fleet declined to 17 units during the year as four rigs were lost during the hurricanes, two rigs were sold and
one rig was relocated to eastern Canada. Another rig was severely damaged during Hurricane Katrina. Our second
Tarzan Class jack-up, the Bob Keller, was delivered in August and commenced operations in September. As a result,
our total revenue-producing days in the Gulf of Mexico decreased by 221 or 3% during 2005. Four of our rigs
departed the area in ea:ly 2006 for work in Saudi Arabia. °

il prices reached new heights durlng 2005, peaking at just below $70 per barrel -and ended the year.at around
$65. Thus, rig demand remained strong in most foreign markets which contributed to the further m1gratlon of
Jack ups from the Gulf of Mexico. - . : ‘

Market conditions in our principal forelgn areas, the North Sea and offshore eastern Canada improved during
the year, enabling Rowan t0 secure more profitable dnllmg assignments. Gorilla V was 94% utilizéd in the North
Sea in 2005, and generated more than $160,000 per day in drilling revenues during the year. The Gorilla vViII
simultaneous drilling/production assignment in the United Kingdom sector ended during the second quarter of 2005
and the rig was relocated to Denmark during the third quarter. Gorilla VII was 94% utilized in the area and averaged

Al
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more than $175,000 per day in revenues thereafter. Gorilla ¥ was relocated from the Gulf of Mexico to offshore
eastern-Canada during the second- quarter of 2005, where the rig' was 82% utilized and generated almost
$160,000 per day in revenues during the remainder of the year, -

Rowan’ s 17 deep-well land rigs were 9% utlhzed in Texas, Louisiana and Oklahoma in 2005 and achieved an
average day rate of $18,400 during the year, compared t0 97% and $12,200 in 2004, The fleet includes one rig, idle
since 2002, that was refurbished during the year and returned to service in late December 2005. Twelve new 2000
horsepower land rigs were at varying stages of construction at year end, ten of Wthh are contracted for terms
rangmg from two to three years. - . . IAIR

" Drilling operating costs increased by $67.9 million or 21% in 2005 compared to0 2004, due pnmanly to effects
of the following (in millions):

. Rebillable expenses — primarily towing costs. . ... e e e e $175. ,
Wage increases ............. e e e T =
+ Rigrepairs and maintenance ..:...... PR :' ..... e . 13.2.
New rigs — primarily Scoorer Yeargain (May 2004) and Bob Keller (September 2005) U D -
. UK drilling/production a551gnment field abandOnment COStS .. ... ..........it.. P 45
« . Incentive compensation and retirement plan COSIS . . . .. o el 36

Selling, general and administrative costs increased by 18.3 million or 68% in 2005, due pn'mai‘i]y'tc} higher
professional services fees associated with Sarbanes-Oxley Act compliance and incremental incentive compensation
costs. Depreciation and amortization increased by $0.8 million or 1% in 2005, due primarily to the addition of the
rigs shown above. ' :

Drilling operating income in 2005 included $52.8 million of gains on asset disposals during the year,
$39.1 million of which was recognized on the sale of our 32-year old jack-up Rowan-Texas during the third quarter.
Another $13.9 million of operating income reflects the net of insurance proceeds received over the carrying values
of our_ four jack-up rigs that were lost during Hurricanes Katrina and Rita and related uninsured salvage costs.

Omiook

Worldwide rig demand is inherently volatile and has historically varied from one market to the next, as has the
supply of competitive equipment. Exploration and development expend:tures are affected by many local factors,
such as political and regulatory p011c1es seasonal weather patterns, lease explrattons and new oil and gas
discoveries. In the end, however, the level and expected direction of oil and natural gas prices are what most impact
drilling activity, and oil and gas prices are ultimately a function of the supply of and demand for those commodities.
With consistently high prlces in recent years, energy companies have realized substantial cash flows which we
believe should continue to result m additional drilling projects.

£

Currently, the outlook for most worldwide drilling markets appears o be strong. Expected demand for Jack-ups
exceeds the current supply of rigs in the Middle East, West Africa, India and Southeast Asia. Thus, energy
companies in mature markets like the Gulf of Mexico and the North Sea may continue to be forcedto agpressively
competé for competitive drilling equipment, which could continue to pressure day rates upward and cause drilling
assignments to lengthen. Assuming these events occur, our drilling operations should continue to benefit during
2007. The volatility inherent in this business, however, makes any prediction of future market conditions
speculative, Thus, we can offer no assurance that existing market conditions w1ll conunue beyond the near term,
or that any expected improvements. will materialize.

Our long-term contracts covering elght ngs in the Mlddlc East have brought s:gmﬁcantly more global
diversification to our drilling operations. During 2006, we also commmed a third rig in the North Sea market and
began an 18- month drilling assignment in Trinidad. We will continue 1o pursue overseas a551gnments that we
believe will maximize the contnbutlon of our offshore rigs and enhance our operating results.

Hurricanes Katrina and Rita caused tremendous damageé to drilling and production equipment and facnlmes
throughout the Gulf Coast during 2005, and we suffered a significant loss of current and prospective revenues.
These storms also reduced the supply of available drilling equipment in the Gulf of Mexico, which contributed to
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the dramatic' increase in drilling day rates in late 2005 through mid 2006, though the average contract remains
relatively short During 2006, there was a noticeable decline in,demand for drilling equipment that coincided with
the onset of hurricane season.in June and grew more pronounced as natural gas prices continued to weaken during
the third and early fourth quarters. This ulllmately forced jack-up contractors, including Rowan, to accept reduced.
rates in certain cases in order to keep available rigs fully utilized. Though gas prices have recently rebounded, Gulf
of Mexrco rig demand has not returned to peak 2006 levels This pattern’ of reduced rig demand dunng hurricane
season may repeal 1tself in future years v

The: herghlened global demand for drilling equ1pment over the past few years has naturally led to'increased
demand for parts supphes and people which has in turn increased the cost of each category. Fully utilized drilling
equ1pmem ultimately. requires- more - extensive ‘maintenance and repairs as well. We expect these inflationary

" pressures (0 continue somewhat in 2007 which, unless we are able to recover the increased costs through higher day

rates, will reduce our future profitability. In addition, the cost of insurance in‘the Gulf ‘of Mexico has risen .

“dramatically since 2005. Though we were able to obtain coverage for our offshore operations and fleet in 2006, the
-cost of our coverage was almost five times the pre-storm level even after we assumed more of the risk of certain
losses Our relocat1on of rigs from the Gulf of Mexnco has helped to offset the increase in insurance rates.

Our dnlhng operauons are currently beneﬁtmg frorn predominantly favorable market conditions worldw1de
and are profitable. There i is no assurance, however, that such conditions will be sustained beyond the-near term or
that our drilling operanons will remain proﬁtable Our drilling operatlons wrll be adversely affected |f markel

' condmons detenoratc .

: Manufacturing Operations
. N . 3 .

* We have manufacturing facilities in Longview and Houston, Texas and Vicksburg, Mississippi that collec-
tively produce mining, timber and transportation equipment, alloy steel and steel plate, and drillingrigs and various
rig components Our manufactunng division built the first jack-up drilling rig in 1955 and has designed or built
more than 200 rigs since, mcludlng all 21 in our fleet. During 2006, the division delivered the third Tarzan Class
Jjack-up,‘the Hank Boswell, achieved significant construction progress on the fourth, the J.'P. Bussell, and began
construction on the ﬁrst two of a new jack-up rig design, the 240C.

2006 Compared 102005 - )

Rowan 5 manufactunng d1v1510n achieved a $149.9 million or 5 1% increase in revenues in 2006 Compnsed as
follows (dollars in millions):

- . N . o . .. % Increase
&. P - . . 2006 - 2005 (Decrease} . -
Mlmng Producls group Cee i P . 31647 $1470 12% -
 Offshore Products group Lo R - 1488 535 178%
Dnllmg Systems group . . . . . Ve L, 640 .351 8%
. Power Systems-group.: . .. .: . el e e 275, 157 -, . 4% ,.
.Steel Products group. . ... ... ... ... e 2507 321 . (@22)%
Forestry Products group.. e PPN e e 13.3 ]00 ©L-33%

" The Mining Producls group shlpped 30 néw- front-end loaders in 2006 down from 31 units in 2005, though
many were the larger units which carry a higher selling price; thus, mining equipment revenues increased by 9%
between perlods Mining parts sales improved by $20.0 million or 66% between periods. Offshore Products group
revenues in 2006 1ncluded $103.8 million recognized on long—term rig and rig kit construction projects, up from
$36.1 million in 2005. The Drilling Syslems group shipped 69 mud pumps to outside customers during 2006, up
from 39 in 2005. Total volumes shlpped by the Steel Products group were virtually unchanged at 37,100 tons in
2006, though the mix changed from 61% extemal in 2005 to 45% external in 2006, causing the drop in sales shown
in the preceding table. The Forestry. Products group shipped five log stackers in 2006, up from three units in 2005,

" but expenenced a 46% decrease in parts sales between periods. - -
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‘Our.manufacturing proﬁtab111ty is grearly influenced by the mix of our i)roduct sales. Our mining equipment,
for exainple,.has traditionally yielded lower margins than’ the related after-market parts sales. A rig construction

project takes longer to-complete and involves a significantly greater labor effort than a rig kit, and thus typically _

yields ‘a lower margin. Efforts by the Offshore Products group to deliver the Hank Boswell almost three months
ahead of schedule caused it to'incur additional costs on the other rig being built at Vicksburg, and our 2006 operating
results mcluded a 82, 1 million charge for the estimated loss on that project. In addition, we recorded a $7.8 million
charge during the year for the costs incurred to collect and dispose of a radioactive material that was released while
processing scrap at our steel mill. As a result, along with revenues, our direct cost of sales increased in 2006 by
$1 16:6 m1lllon or 51% and our average margin during the year was unchanged at 22% of revenues.

- Other. manufacturmg operatmg expenses increased by $2.0- million or 8% in 2006 compared to 2003, due
prlmanly to incremental engineering efforts and higher shipping and warehousing costs. Selling, general and
admmlstratlve costs increased by $1.8 million-or 9% in 2006 due primarily to higher selling-related expenses and
professional service fees associated with Sarbanes-Oxley Act compliance: Depreciation and amortization increased
by 30.6 mrlhon or 5% in 2006, due pnmanly to ongomg capacrty rmprovements at: our manufactunng facilities.

: As a résult, operating income produced by our manufactunng division mcreased by $30.3 million or almost
. four—fold during the year, and 1mproved to 9% of revenues in 2006 up from 3% in 2005.

* Our 2006 manufactunng operaung ‘results exclude the effects’of approxrmately $230 million of products and
services provided at cost to our dnllmg division during the year, most of which was attributable to completion of the
Hank Boswell and construction progress on the'J. P Bussell.

. 2005, Compared 1o 2004 -

.

Rowan 8 manufacturmg division achieved an $85.8 million or 41 % increase in revenues in 20085, comprised as
follows (dollars in mlll1ons) ‘ -

~ : . T +

. . % lncrease
‘ B _ ] - 2005 2004~ (Decrease)
.- Mining Prdduété‘group ............. Ceeieeeen . UL 81470 $104.2  41%
Offshore Products group . . . ......ooveieeruan s e . 535 281 91%
Dn‘lling SYSIems group . .. ... .. L 35.1 - lel " 118%
Steel Products BROUP. ... J R e 321 30.5 5%
PowerSystems group......' ......... e 157 186 (16)%
Forestry Products group . .. .............. e 100 10 1 (1)%

The Mining Products group shipped 31 new front-end loaders in 2005 up from 19 units in 2004 and mining
parts sales improved by $2.0 million or 7% between periods. Offshore Products group revenues in 2005 included
$36.1 million recogmzed on'long-term rig and rig kit construction projects that began during the year. The Drilling
7 Systems group shipped 39 mud pumps to outside customers during 2005, up from 23 in 2004. The Steel Products
group experienced an 18% decrease in external steel shipments in 2005 that was more than offset by a 28% increase
in average steel prices during the year. Internal steel shipments increased by 300% in 2005. Power Systems group
revenues declined during 2005 due primarily to efforts required to complete a $10 million dredge barge for the US
Army Corps of Engineers. The Forestry Products group shipped three log stackers in 2005, down from four-units in
2004, but achieved a 23% increase in parts sales between periods.

Our mining equipment, especially the ‘.maller loaders, has traditionally yielded lower margms than the related
after—market parts sales. In addition, a rig construction, project usually. takes longer to complete and involves a
srgmﬁcanlly greater labor effort than a rig kit, and thus typically yields a lower margin. As a result of the
SIgmﬁcantly greater activity in these areas in 2005, our direct costof sales increased by $71.9 million or 46% during
the year, and our average margin declmed to 22% of revenues in 2003 from 25% in 2004. A $2. 3 million loss
mcurred on the, Power Systems dredge barge project contnbuted to the' decline in margins in 2005 =

Other manufactunng operatmg expenses increased by $4.7 million or 22% in 2005 compared to 2004, due
primarily to incremental engineering efforts and higher shipping and warehousing costs.” Selling, - genéral and
administrative costs increased by $6.1 million or 44% in 2005, due-primarily to higher selling-related expenses,
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professional service fees associated with -Sarbanes- -Oxley Act compliance and-incentive compensation costs.
Depreciation and amortization increased by $1'9 million or- 19% in 2005, due primarily to ongoing capacity
_improvements at our manufacturmg facilities. As a result, operdtmg mcome increased by only $0 9 mllhon or 13%.
dunng the year, and remained unchanged at 3% of revenues in 2005.

il

- Our 2005 manufacturing operating results exclude the effects of* appr0x1mately $118 mllhon of products and
services provided at cost to our drlllmg division during the year, most of which was atmbutab]e to completlon of the
Bob Keller and constructlon progress on the Hank Boswell o -

Ourlook ‘ - ) ) o - r

Though considerably less volatile than our drilling operations, our manufactunng operatlons espeexa]ly the
Mining Products group, are 1mpacted by world commodities prices;. in partlcular prices for copper, iron ore, coal
and gold. In addition, the prospects for our Offshore Products and Drilling Systems groups are closely tied to the :
condition of the overall drlllmg industry and its’ démand for equipment, parts and services. .

Many commodity prlces continue to be at. hlstoncally hlgh levels due to strong worldw:de dem’md ‘Our
external manufacturing backlog at December 31, 2006, of approximately $530.million, was more than one-third -
higher than the prior-year level and near an ali-time high. The backlog included $363 million related to long-term
rig or rig kit construction projects that are expected to.run through mid 2008 and $85 million associated with
9 mlnmg loaders, three’ log stackers and 57 mud pumps that we expect to ship dunng 2007. Thus far, we have been
able to pass along the effects of raw material and labor cost increases to our customers in the form of hlgher sales
prices. . ‘ .
During 2005 and 2006, in order to meet the growing demand for the Company 8 lflanufacturmg products we -
expanded our steel production capacity and upgraded facﬂmes and machmery to_¢nable faster dehvery of rig
components and other manufacturing products. .

We are optimistic that prices will rémain- flrm sustaining the demand for the types of equlpment that we
provide, and that our increased volumes will yield lmproved profitability. We cantiot, however; accurately predict *
- the duration of current business conditions or their lmpact on our operatlons Our manufactunng operauons will be
adversely affected if conditions delenorate -
s

LIQUIDITY AND CAP]TAL RESOURCES

Key balance sheet amounts and ratlos for 2006 and 2005 were as follows (do]ldrs in mllllons)

December 31, : R ‘ o 2006 ) 2i)05 A
Cash and cash equwalents ........... S § 2580 . 3 6759
Current assets .. .. ............ e . $1,102.8 "-$1,208.1
Current liabilities .. ..o ... . e e e $ 5167 $ 3406
Current ratio . . . .. ... SR P T 203 ' 355
Currerit maturities of long-term debt'. ..« ... ... .0 ....... S $ 649 $ 649
Long-term debt. /. :.......... el .. 8 48547 8. 5503
" Stockholders’ equity ........... S W, 81,8740 - $1,619.7
Long -term debr/total capltallzation. P P . <21 25

Reflected in the comparison above are the effects of the followmg sources and uses of cash and cash
equwalents in 2006 - . ; :
* ‘net cash provided by operanons of $292 1 niillion S S
* proceeds from asset.disposals of $39 1 mllhOl'l ; )
. proceeds from stock option and convemb’:e debenture plans of $9 2 rmlhon 3
. capltal expendttures of $479.1 million L P . '_‘ o
* creation of a $156.1 million resmcted cash balance '
 debt repaymems of $64.9 million L .

» cash dividend-payments to our stockholders of $60.5 million- = .
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Operating cash flows in 2006 included non-cash or nen-operating adjustments :to -our net income totaling
$201.0 million, less a net investment in working capital of $221.6 million. Non-cash or non-operating adjustments
included deferred income taxes of $94.3 million, depreciation of $90.0 miltion and net retirement plan expenses in

‘ excess of funding of $23.9 million, partially offset by net gains on asset disposals of $30.5 million, compensation

expense of $14.3 million and a $9.0 million charge for an estimated environmental fine. Working capital grew with
additional investments in inventories and trade receivables in 2006 of $150 million and $135 million, respectively,
which were only partially offset by net additional customer advances under sales contracts and toward future

- drilling services of $o! mrllron during the year.

+ Capital expenditures in 2006 included $113.5 million towards construction of our third and fourth Tarzan
Class jack-up rigs, the Hank Boswell and the J.P. Bussell, which are being financed through operating cash flows.
The Tarzan Class was designed specifically for deep drilling in water depths up 10 300 feet, offering drilling
capabrhues similar to our Super Gorilla class jack-ups, but with reduced envrronmemal criteria (wind, wave, and
currem) and at around one- -half the ‘construction cost.

Rowan’s first two Tarzan Class jack-up rigs and each of our four Super Gorilla class rigs were substantially
financed through long-term bank loans guaranteed by the U.S. Department of Transportation’s Maritime Admin-
istration (“MARAD™). Under the MARAD Title XI program, we obtained reimbursements for qualifying expen-
ditures upto a pre—approved limit based upon actual construction progress. Oulqtandmg borrowings initially bear a
floating rate of intérest and notes require semi-annual payments of prmcrpal and accrued interest. The notes are
secured by a preferred mongage on the rig. The following table summarizes the status of each of our Title X1
borrowings at December 31, 2006 (dollars in millions).

Interest Repayment, ' Final

Rig . o , - Delivery Borrowings Repayments Balance Rate Dates Amounts  Maturity
GorillaV....... .. "Dec1998 §1531  $i021 $510 694%.615%  Jan [Juyl $64 July2010
Gorilla VI . .-...."".. June 2000 171.0 926 78.4 5.88% Mar 15, Sep 15 7.1 Mar 2012
Gorilla VIl .. .. ... .. Dec 2001 1854 772 1082 28% Apr20,0ct20 77 Oct 2013
Bob Palmer .. ... ... Aug 2003 187.3 312 156.1 5.64% floating .Jan 15, July 15 52 July 2021
Scooter Yeargain | . .". . April 2004 91.2 152 760 433%  May 1, Nov | 30  May 2019
. BobKeller . ... ... L. Aug 2005 . 897 9.0 80.7 5.54% floating May 10; Nov 10 30  May 2020

Total . .. ... e ) $877.7 $327.3° 5504 $324

Our oulstandmg Bob Palmer and Bob Keller borrowmgs ‘bear interest at a short-term commerc1a1 paper rate

- plus .25% and .15%, respectively. Rowan may fix these interest rates at any time and must fix them by August 18,

2007 and-August 31, 2009, respectively. As discussed more fully below, the Bob Palmer note is fully collateralized
by a secured restricted cash account -

[

The Hank Boswell was comtructed at our Vicksburg,” Mlssmlppl fac:l]rty and delivered in September 2006. .

Construction of the J.P. Bussell, for which we have subcontracted the hull to another shipyard, is in progress and

should be completed by late 2007 or early 2008. We have applied to MARAD for Title X1 government- guaranteed ’
ﬁnancmg for up to $176 million of the cost of the third and fourth Tarzan Class rigs on terms and conditions similar

to those in effecl for the Bob Keller. If we are unable to obtain this or any other outside ﬁnancmg, we could be forced
to continue:using working caprtal rf available, or postpone construction.

During 2006, we began construcuon of the fi rst of two of a new class of jack-up rig. The 240C will be equipped -
- for high pressure/high temperature drilling in watér depths of up to 400 feet. We believe the 240C design will set a

new standard as a replacement for the 116(C; which has been the “workhorse” of the global drilling industry for the
past 25 years. The 240C .will have more deck space, higher variable load, more drilling capacity (two million pound
hook-load capability), more cantilever reach (up.to 100 feet) and greater personnel capacity (108 man} ‘than the
116C. Each rig will cost approximately $165 million and will be constructed at Vicksburg, Mississippi with delivery
expected in' 2008 and 2009. Capital” expenditures_ in 2006 included $20.4 million for progress towards the
construction of the first rig, which was funded from available cash. We currently anticipate funding construction
of both 240C rigs with available cash, but will consider attractive financing alternatives. If we are unable to obtain
any outside financing, we could be forced to continue using.working capital, if available, or postpone construction.
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* Capital expenditures in 2006 included $164.7 million for progress towards the construction of 12 new 2000
horsepower land rigs, eight of which were delivered during 2006 and one in early 2007. The three remaining rigs are
expected to be delivered during the first and third quarters of 2007 'I‘hese expendltures have been and should
continue to be financed from existing working capital. - :

Capital expenditures are for new assets or enhancements to existing assets as expendltures for mamtenance
and repairs are charged to operations as incurred. The remainder of 2006 capttal expenditures was pnmanly for
major enhancements to existing offshore rigs and manufacturing facilities. Qur 2007 capital budget has initially
been set at approximately $393 million, and includes $75 million for the J. P. Bussel!, $146 million toward the two
240C class rigs and $17 million for the four remaining new land rigs. We will periodically review and adjust the
capital budget as necessary based upon our existing workmg capital and anticipated market conditions-in our
drilling and manufacturing businesses. -

“Rowan received $120.7 million in 2005 in connection with the disposal of various assets. In February, we sold
the purchase options on four leased anchor-handling boats for approximately $21 million in cash In September we
sold one of our oldest jack-up rigs, the Rowan-Texas, for approximately $45 million in cash, after selling expenses.
Another $9.6 million was received earlier in 2005 as proceeds from the sale of ma:ketable mvestment securities that
had a nominal carrying cost.

In October 2005, we sold our only semi-submersible rig for approx:mately $60 million in cash. Payment for the
rig occurred over a 15- month period ending in January 2007, at which point the title to the rig was transferred to the
buyeér. Rowan retained ownership-of much of the drilling'equipment on the rig, which was sold in 2006, and has
continued to provide a number of operating personnel under 4 separate $ervices agreement. The transaction was
accounted for as a sales-type lease with the expected gain on the sale and imputed interest income of approximately
$46 million deferred until the net book value of the rig has been recovered. At December 31, 2006, we had received
payments totaling $35.6 millicn, and Trade and other receivables at that date mcluded the balance of expected
future collections of $23.4 million, which we received in January 2007,

Contractual Obligations and Commercial Commitments

The following is a summary of our contractual obligations at December 31; 2006 (dollars in mllllons)
Payments Due by Period

Contractual Obligations - _ Total -+ Within 1 Year 2.3 Years  4-5 Years - ° After 5 Years
Long-term debt and interest(1) . . . . . . $7043 © .$ 917 . $1735  $1478 $2913
Purchase obligations . ............. co1272 . 1255 .. . L7 - .=
Operating leases :............... o t74 . 82 7.7 " 1.4 .01

- $291.4

Total ... R $3489  $2254 .  $182.9 © $1492

<3

(1) Amounts represent contractual pnnmpa] and interest payments. lnterest amounts reflect etther (1) stated fixed
rates or assume current floating rates remain constant throughout the period. o

We periodically employ letters of credlt or other bank-issued guarantees in the normal course of our
businesses, and were contingently liable for performance under such agreements to the extent of approx1mately

$49 million at December 31, 2006, We do not hold or issue denvatlve fi nanc1al instruments.

Our debt agreements contain provisions that require minimum levels of working capital and stockholders’
equity, limit the amount of long-term debt and, in the event of noncompliance, restrict investment activities, asset
purchases and sales, lease obligations, borrowings and mergers or acquisitions. These agreements also contain
minimum insurance requirements for our collateralized drilling rigs. The extent of hurricane damage- sustained
throughout the Gulf Coast area in recent years has dramatically increased the cost and reduced the availability of
insurance coverage for windstorm losses and, during -our 2006 policy renewal, we determined that windstorm
coverage meeting these requirements was cost-prohibitive. Thus, we requested and received from MARAD a
waiver of any defaults related to insurance requirements and provided additional security to MARAD. We have
established a separate cash account containing the amount necessary to repay in full the outstanding Bob Palmer
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note, and in which MARAD has a security interest. This amount is shown separately as Restricted cash on our
Consolidated Balance Sheet. We are not obligated to repay, the- Bob Palmer note.in advance of its scheduled
maturity. In addition, we agreed ‘to maintain at least $100 million of unrestricted cash. Finally, we agreed to
restrictions on the use of certain insurance proceeds should we experience further losses. Each of these additional
secunty provrslons will be released by MARAD if we obtain windstorm coverage that sallsﬁes our existing debt
requnrements We were in- comphance with each of our debt covenants at December 31, 2006.

We have contributed more than $145 million to our defined benefit pension plans over the past five years,
including almost $90 million during 2005, Minimum contribution amounts are determined based upon actuarial
calculations of pension assets and liabilities that involve, among other things, assumptions about long-term asset
returns and interest rates. Similar calculations were used to estimate pension costs and obligations as reflected in our
consolidated financial statements, which showed an unfunded pension liability of $119.1 million at December 31,
2006. We expect to make additional pension contributions over the next several years even if plan assets perform as
expected and our funding requirernent for 2007 is expected to be approximately $11 miltion. The Pension
Protéction-Act of 2006 generally requires that plans be fully funded within seven years, and will therefore incredse
and accelerdte' our annual funding requ1remems beginning in 2008. We currently estimate that our 2007 pension
expense will decrease by approximately $2.6 million or about 10% from the 2006 amount.

,On February 25, 2005, in conjunction with the sale of our aviation operations, we paid a special cash dividend
of $ 25 per share of our common stock to stockholders of record on February 9, 2005. On September 1, 2005, in
conjunction with the sale of several non-core assets, we paid a special cash dividend of $.25 per share of our
common stock to stockholders of record on August 17, 2005. On February 24, 2006, we paid a special cash dividend
of $.25 per common share to stockholders of record on February. 8, 2006. On May 2, 2006, we instituted a regular
quarterly cash dividend of $. 10 per share, which we have since paid on each of May 26, August 18 and November 29,
2006 and February 20, 2007. At December 31, 2006, we had approximately $158 million of retained earnings
available for distribution to stockholders under the most restrictive provisions of our debt agreements. Future
dividends, 1f any, will only be paid at the discretion of our Board of Directors.

In early 2004, we sold 11.5 million shares of common stock, consnstmg of approxlmately I 7 million shares of
treasuiry stock and 9.8 million newly issued shares. The net proceeds of approximately $265 million were retained
for general corporate purposes, including working capital and capital expenditures. The treasury shares were
acquired in the open market at vanous dates during 2000- 2002 and had an average cost of $17.33 per share.

Based on current and anticipated near-term operating Ievels we believe that operatmg cash flows together with
existing working capital will be adequate to sustain planned capital expenditures and debt service and other
requirements at least through the remainder of 2007. We currently have no other available credit facilities, but
believe ﬁnancmg could be obtained if deemed necessary '

Durmg the- third quarter of 2005, we lost four offshore ‘rigs, 1nc]ud1ng the Rowan-Halifax, and incurred
significant damage on a fifth as a result of Hurricanes Katrina and Rita. Since that time, we have been workmg to
locate the lost or damaged rigs, salvage related equipment, remove debris, wreckage and pollutants from the water,
mark or clear navigational hazards and clear rights of way. At December 31, 2006, we had incurred '$87.5 million of
costs related to such &fforts, of which $42.2 million had been reimbursed through i insurance, leaving $45.3 million
included in Recewables We have since recelved another $17.7 ‘million of insurance reimbursements. We expect to
incur additional costs in the near term to fulfill our obligations to rerhove wreckage and debris in amounts that may
approach our expenditures to date. Such additional costs will depend on the extent and nature of work ultimately
required and the duration thereof. Prev1ously, we reported the filing of a lawsun styled Rowan Companies, Inc. vs.
Certain Underwriters at Lloyd’s and Insurance Companies Subscribing to Cover Note ARS 4183 in the 215" Judi-
cial District. Court of Harris County, Texas. The lawsuit was withdrawn following the agreement by such
underwriters to reimburse us for. the reasonable cost of removing wreckage and debris remaining on the drilling
locations. Certain of our insurance underwriters at higher limits of liability have notified us that they are reserving
their nght to deny coverage for any costs incurred in wreckage and debris removal activities that they believe are
outside the scope of their policy. We do not expect thie costs will reach these higher limits until the second quarter of
2007, and are working to resolve this issue. Although the Company believes that it has adequate insurance coverage
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and will be reimbursed for costs mcurred and to be incurred, it is possnb]e that a pomon of such costs w111 not be
reimbursed, requiring a charge to future operations for any shortfall.- ‘

We leased the jack-up Rowan- Halifax under a charter agreement that commenced in 1984 and was scheduled
to expire in March 2008. The rig was insured for $43.4 million prior to bemg lost dunng Hurricane Rita ‘in
September 2005. We believe the insured value satisfied the requirements of the charter agreement, and by a margin
sufficient to cover the $6.3 million carrying value of our equipment installed on the rig. However, the owner of the
rig claimed that the rig should have been insured for its fair market value and sought recovery from us for
compensation above the insured value. Thus, we assumed no insurance proceeds related to the Rowan-Halifax and
recorded a charge during the third quarter of 2005 for the full carrying value of our.equipment. On November 3,
2005, we filed a declaratory judgment action styled Rowan Companies, Inc: vs. Textron Financial Corporation and
Wilmington Trust Company as Owner Trustee of the Rowan-Halifax 116-C Jack-Up Rig in the 215" Judicial District
Court of Harris County, Texas. The owner filed a similar declaratory judgment action, claiming a value of
approximately $83 million for the rig. The owner’s motion for summary judgment was granted on January 25, 2007
which, unless overturned on appeal, would make us liable to the owner for the approximately $40 million difference
between the owner’s claim and the insurance coverage, plus interest and costs. We continueto believe that our

interpretation of the charter agreement is correct and intend to vi gorously pursue an appeal to overturn the summary

Judgment ruling.

During 2004, we learned that the Environmental and Natural Resources Division, Environniental Crimes
Section of the U.S. Department of Justice (DOJ) had begun conducting a criminal investigation of environmental
matters involving several of our offshore drilling rigs. Since that time, we have fully cooperated with the
investigation, including respondmg to the DOJ’s subpoenas for certain docunientation regarding our operations.

- The DOJ has a broad range of.civil and criminal sanctions under environmental and other laws which it may
pursue such as injunctive relief, fines (including multi-million dollar ﬁnes) penalties and modifications to-business
practices and compliance programs. -

We have been engaged in discussions with the DOJ regarding a possible resolution of its investigation,
including fines and additional sanctions against the Company. As a result of recent discussions with the DOJ, we
expect to pay fines and environmental fund payments of $9 million and have recognized such amount as a charge to
our fourth quarter 2006 operations. ' '

During 2005, we learned that the DOJ was conducting an investigation of potential antitrust violations among
heticopter transportation providers in the Guif of Mexico. Our former aviation subsidiary, which was sold effective

December 31, 2004, received a subpoena in connection with the investigation, We have not been contacted by the”

DOJ, but the purchaser claimed that we are responsible for any exposure it may have. We have disputed that claim.

We are involved in various other legal proceedings incidental to our businesses and are vigorously defending

our position in all such matters. We believe that there are no other known contingencies, claims or lawsuits that -

could have a material adverse effect on our financial position, results of operations or cash flows. - .

s

Cm‘lcal Accounung Policies and Management Esumates

Rowan’s sngmﬁcam accounting policies are outlined in Note 1 of ‘the Notes 10 Consohdated Financial
Statements beginning on page 45 of this Form 10-K. These policies, and management judgments, assumptions and
estimates made in their application, underlie reported amounts of assets and liabilities at the date of the financial
statements and reported amounts of revenues and expenses during the reporting period. We believe that Rowan’s
most critical accounting policies and management estimates involve revenue recognition, primarily upfront service
fees for equipment moves and modifications, long-term manufacturmg projects, property and deprecnatlon
particularly capitalizable costs, useful lives and salvage values, and pension and other postretirement benefit
liabilities and costs, specifically assumptions used in actuarial calculations, as changes in such pohcnes and/or
estimates would produce sigmﬁcantly different amounts from those reported herein.

Revenue Recognition. Rowan’s drilling contracts generally provide for payment on a day rate basis and
revenues are recognized as the work progresses with the passage of time. We frequently receive lump-sum payments

at the outset of a drilling assignment as’upfront service fees for equipment moves ‘or modlﬁcauons and such
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payments (and related costs) are recognized as drilling revenues (and expenses) over the contract period. At
December 31, 2006, we had deferred $60.9 million of revenues and $48.8 million of costs related to such upfront
service fees, compared to $0.7 million and $2.7 million, respectively, one year earlier. We also typically receive
relmbursement for certain “reblllable“ costs, whlch are recogmzed as both revenues and ‘expenses when 1ncurred

Rowan generally recogmzes manufactunng sales and rela[ed costs when mle passes as products are shlpped
Revenues from long-term manufacturing projects such as rigs and rig kits are.recognized on the percenta-
ge-of-completion basis using costs incurred relative to total estimated costs. We do not recognize-any estirated
profit until such projects are at least 10% complete, though a full provision is made immediately for any anticipated
losses. Total estimated costs, which incorporate the latest manufacturing standards and engineering estimates, are
critical to this process and are therefore reviewed on a regular basis. At December 31, 2006, we had received
$179.8 million of progress payments toward in-process long-term manufacturing projects, of which $65.8 million
had not yet been récognized as revenues. During 2006, we'rcc'ogni'zéd'$103 8 million of manufacturing revenues
and'$93.4 million of costs related to such projects on the percentage-of-completion basis, including an estimated
$2.1 million loss on the rig construction project, compared to $36:1 rmlhon and $29 8 million, respectively, in 2005.

Property and deprec:armn We provide depreciation under the straight-line method from the date an asset is
placed into service based upon estimated service lives ranging up to 40 years and salvage values ranging up to 20%.
We continue to operate 14 offshore rigs that were placed into service during 1972 — 1986 and assigned lives
ranging from 12 to 15 years. Qur newest and most significant assets, the Super Gorilla and Tarzan Class rigs, which
collectively comprise almost two-thirds of our property, plant and equipment carrying value, carry a 25-year service
life. We continue to provide depreciation expense when our rigs are idle. '

E)ipendilures for new property or enhancements to existing property are capitalized and expenditures for
.maintenance and repalrs are charged to operauons as incurred. Capitalized cost includes labor expended during
installation and, on newly constructed assets a portmn of interest cost incurred during the construction period.
Long-lived assets are reviewed fori lmpalrmem whenever circumstances indicate their carrying amounts may not be
recoverable, such as following a sustained deficit in operating cash flows caused by a prominent decline in overall
rig acuvnty and avcrage day rates. ) .
s N
Pension and other postretiremeni beriefit liabilities and costs. ~ As previously mentioned, our pension and
other postretirement benefit liabilities and costs are based upon actuarial computations that reflect our assumptions
about future events, including long-term asset returfs, interest rates, annual compensalion increases, mortality rates
and other factors. Key assumptions at December 31, 2006 included discount rates ranging from'5.82% to 5.92%, an
expected long-term rate of return on pension plan assets of 8% and annual healthcare cost increases ranging from
10% in 2007 to 5% in 2011 and beyond. The assumed discount rate is based upon the average vield for Moody’s Aa-
rated corporate bonds with maturities matched to expected benefit payments and the rate of return assumption
reflects a probability distribution of expected long-term returns that is weighted based upon plan asset allocations. A
1-percentage-point decrease in the assumed discount rate would increase our recorded pension and other postre-
tirement benefit liabilities by approximately $83 million, while a 1% change in the expected long-term rate of return
on plan assets would change annual net benefits cost by approximately $3 million. The effects of a 1% change inthe
assumed healthcaré cost trend rate are disclosed in Note 6 of the Notes to Consolldated Financial Statements

beginring on page 55 of this Form 10-K. ) '

New Accounting Pronouncements

“Our adoption, effective January 1, 2006, of Statement of Financial Accounting Standards No. -123 (revised
2004), “Share-Based Payment”, which requires the measurement and recognition of stock-based compensation
expense based upon grant date fair value, reduced our net income by approximately $3.2 million or $.03 per share in
2006. Prior to 2006, we used the intrinsic value method of accounting for stock-based employee compensation
pursuant to Accounting Principles Board Opinion No. 25. We estimate that the provisions of Statement 123R would
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have reduced (increased) reported amounts of net income (loss) and net income (loss) per share by $3.0 million or
5. 02 per diluted share’ in 2005 and $(3.1) million or ${.03) per diluted share in 2004. .

Our adoption, effective Janvary 1, 2006, of Stalement of Fmanc1al Accountmg Standards No. 151, “Inventory
Costs”, which clarifies the distinction between costs that are allocable to inventory and those that are: expensed as
incurred, dxd not materially 1mpact our financial position or results of operations. : :

‘Statement of Financial Accoummg Standards No. 158, “Employers Accounting for Defined Beneflt Pensxon
and Other Postretirement.Plans”, which requires that the funded status of our pension and other postretirement
benefit plans be fully recogmzed in our Décember 31, 2006 Consolidated Balance Sheet, had the effect of
increasing our balances for Other liabilities, Deferred income taxes and Accumulated other comprehensive loss at
that date by $67.1 million, $23.5 million and $43.6 million, respectively. Prev1ously, balance sheet recognition was'
not required for items excluded from net pens:on and other benefits cost, including unamortized gains and losses,
prior service cost and transition assets and habllmes except where necessary to meet minimum liability thresholds,
the after-tax effect of which was reﬂected within Accumulated” Gther comprehensive income (loss). Under

“Statement 158, the unamortized portion- of such items will continue to be excluded from net periedic benefits
cost and mcluded w:thm other comprehensive income (loss) . Y

Our adopuon effcctlve January I, 2007 of Financial Accounting Standards Board Interpretation (FIN) No. 48,
which clarifies the measurement and financial statement recognition of the effects of tax positions taken or expected
to be taken in a tax return, did not materially impact our financial position or results of operations. We have recorded
an adjustmem to reduce retained earnings on January 1, 2007 by approximately.$2 million. -

" Securities and Exchange Commission Staff’ Accounung Bulletin No. 108, which sets forth the Staff’s views
regarding the process of quant:fymg financial statement mlsstatements did not materially affect our financial
posititon or results of operations.

.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISKS

Rowan’s outstanding debt at December 31, 2006 was comprised as follows: $313.6 million of fixed-rate notes
bearing a weighted average annual interest rate.of 4.54% and $236.8 million of floating-rate notes bearing a
"weighted average annual interest rate of 5.61%. Rowan believes that its exposure to risk of earnings loss due to
changes in market interest rates is limited in that the Company may fix the interest rate on its outstanding floating-
rate debt at any time. In addition, the majority of Rowan’s transactions are carried out in United States dollars; thus,
the Company’s forelgn currency exposure is not material, Fluctuating commodlty prices affect Rowan’s future
earnings materially to the extent that they influence demand for the Company’s products and services. Rowan does -
not hold or issue derivative ﬁnanc1al mstmments 't
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- Rowan Compames, Inc.. -+ -
. . CONSOLIDATED BALANCE SHEETS
" . . E '_. : ) . 4 et “December 31,
R ‘ ' 2006 2008
- . A (In thousands except share
\ ' N arrnounl.s) i
.ASSETS ' .
Current assets: - : .o . S o
Cash and cash equivalents. ... ...... ... ..., . R TR O $ 258,041 '-¥ 675,903
Receivables — trade and other. e e e e e 418,985 253,194
Inventories: ) . ;
" Raw materials and supplies . . ... 5 .0 e - 260319 169.361
' Work-in-progress . ........... e e 84,466 26,172
Finished goods™. . .. .......... P A P , 310 47
Prepaid expenses and other curént assets e e e, 62,307 17,041
Deferred tax assets—net : ......... . e DT 18,421 65,584
Total current assets ......... ..., . G . A Lo 1,102,849, 1,208.132
Restricted cash... . . ... S IR LA e 156077, 4 o —
Property, plant and cqunpmem —at cost: ] ; T . . LA
'Drilling equipment . . . . .. o Cha e PRI PP . 2,639,036 2,251,714
Manufacturing plant and equipment . ... .... e [P 210,448 165,185
Construclion in Progress . . ... ... v et nnni e innnnn e e ) 137,265 112,939
Other property and cquipmem‘_ ..... I P 106,642 92,992
Total .ot R PR Tl e 3093391 2,622,830
-Less accumulatcd ,depreciation and amortization .. ... .. e L : 960,165 902,096
Property, plant and equ:pment —net. . e e e .o 2,133,226 1,720,734
Goodwill.and other assets . . ... . ... e P S ' 43246 46,317
Total . ....0 ... ..., R ........... $3,435398  $2,975,183
’ LIABILITIES AND STOCKHOLDERS’ EQUITY .
Currem liabilities: ) ; ] D :
Current maturities of long-term dcbt ........................ e e $.64922 5 64922
© Accounts payable —trade”. ... ... ... ... .., e e PRI SRR L 141,206 © 82,935
:Other current liabilities . .. ... ... e T 310,578 192,756
*" Total current liabilities . .~ .. .. ... e U S © 516,706 340,613
Long-term debt — less current maturities-. . .. ... ... ., e P 485,404 550,326
Other liabilities . = .. . ... J e e AP P L 212177 149,782
- Deferred income taxes —mnet........ e e R e ERE R ETI 347,065 314,723
Commitments and contingent llabllmcs (Note 9 ) e ’ S
Stockholders’ equity: . :
Preferred stock, $1.00 par value: ) .
Aulhonzed 5,000,000 shares issuable in series: . i
Series A Preferred Stock, duthorized 4,800 shares, none- outstandmg
Series B Preferred Stock, authorized 4,800 shares, none outstandmg
Series C Preferred Stock, authorized 9.606 shares, none outstanding
. Series D Preferred Stock, authorized 9,600 shares, none outstanding * .- ..
Series E Preferred Stock, authorized 1,194 shares, none outstanding - -
Series A Junior Preferred Stock, authorized 1,500,000 shares, none issued
. Common stock, $.125 par value; authorized 150, 000,000 shares; issued, 110,461,531 shares- ) " .
at December 31, 2006 and 109,776,426 shares at December 31 2005 ............... 13,808 13,722
Additional paid-in capital .. ... ... ... ... o o o T T e . 988,998 970,256
Retained earnings. ... ... ... S e oLV o s cto T 9BL6ID 724,096
Uneamned equity compensatien . ... .. Y e PPN R NP — (4.675)
Accumilated other comprehcnswe mcomc (loss) ........................... o (110370, (83,660)
Total stockholders’ €qUIty . . . . .« v oo oo eeetn.. . D C.... 18740460 1,619,739
Total ... ... e e L. $3,435398 - $2,975,183
‘ ' See Notes to Consolidated Fit]anciél Statements. '
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i ' . B ‘. . Rowan Compames, Inc. L d
CONSOLIDATED STATEMENTS OF OPERATIONS
For the Years Ended December 31,
2006 2005 2004 )
(In thousands except per share amounts) :
Revenues: ' Co .
Drilling services .............. P “o......0 81,067,448 8 775356 $472,103 :
- Manufacturing sales and services . .. ... ......... e L 443,286 - 293426 207,573 c o
Tt Total L e O .. 1,510,734 1,068,782 - 679,676
Costs and Expenses: _ ‘ ‘ -
Drilling services ....................... B 511,664 394,595 326,687
- Manufacturing sales and services . ......................... . 372219 253,688 177,041
" Depreciation and amortization .. ............ ... ... iur.... 89,971 81,204 78.489 .
Selling, general and administrative . . . ......... ... ... ...... 71,452 65,092 40,721
Gain on sale of property and equipment . . ... ... ... ......... (29,266) (52,449) - (1,747)
Charge for estimated environmental fine. .. .............. coee 09,000 ‘ — —
‘Gzii_rl on hurricane-related events . ...............ccvur.... L '(13,948) —
Total ... O 1,025040 728,182 621,19
.. Income from operations. . .. ........ JE 485694 340600 _ 58.485
Other income (expense): o
INEETest eXPenSe. . . .. . e e (28,321) (25,802  (20911)
Less interest capitalized .. ......... ... ... ... ..... [P - 7,756 3,803 - 2,195
Interestincome . .......... ... .. ... .. .. e 28,023 16,843 4,408
Gain on sale of investments . . .. .......................... — 9,553 —
Other —net. .. ... .. o . 202 473 416
Other income (eXpense) — Met. . ... .. .o.uueeeeeenees. . 7,660 4870 1 (13,892) -
Income from continuing operauons before i income taxes. . . . SOooees, 493354 345470 44,593 -
Provision for income taxes ......., e P S R 176,377 127,633 17,108 )
Income from continuing operations . .. ... .... e e 316,977 217,837 . _ 27,485 B
Dnscontmued operations: o ' .
Income (loss) from dlscontmued operanona before income taxes . .. -1,952 18,914 (46,685)
Provision (credit) for income taxes.. ... ... ..... A " 683 _ 6 951 (17,927) .
Income (loss) from discontinued operatlons e l; oo 192697 - 11 963 (28,758)
Net income (10S8) ... ...o.ooeonn ... I . § 318,246 $ 229800 ' $ (1.273) )
: . — &
Per share amounts: 7 - Lo o
Income from continuing operations — Basic. . ........ P .. 8.0 287°% 200 % 26
Income from continuing operations — Diluted ..........°..... § 284 $ .197 $- .26
Income (loss) from dlscontmued operatlons — Ba51c. L $ U] Al- § (2D
Income {loss) from dlscontlnued operatlons — Dlluted . $ o1 % . 11§ .27
Net income (loss)y — Basic. .-.. ... .. D SO $-. 285 § 211§ - (01) ; “a
Net income (loss) — Diluted . . ... ........................ $ - 285 '§ 208 $  (01)
See Notes to Clonsolidated’ Finar_lciél -Statements. ‘-.
a1’
- T R L
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Rowan.Companies, Inc.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

oL - For the Years Ended December a1, .

2006 2005 2004
.o - .l Y . . (In thousands)
Net income (loss) ... ... e e e .. $318246  $229,800 § (1.273)
Other comprehensive income (loss): o ‘
- Penston and other benefit liability adjustments, net of income taxes-of - s :
$9,114, $(6,935) and $(8,677) respectively . ... ... D 16,926 (12,878) (16,097)
Comprehensive income (10SS) . ... ......oovrorereneninnnnn. ... $335172 $216922  $(17,370)

. See Notes'to Consolidated Financial Statements.
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Rowan Compéniés, Inc.
CONSOLIDATED STATEMENTS OF CHANGES IN. STOCKHOLDERS” EQUITY

For the Years Ended December 31, 2006, 2005 and 2004 .

Common Stock Lo Add . U o Accgl:lllulated
itional nearm er
Issued . . In Treasury Paid-In °  Equity  Comprehensive Retained

Shares Amount Shares = Amount Capital  Compensation Income (Loss)  Earnings
‘ (In thousands) ’

Balance, January 1,2004 ... ... ... .. 95845 $11.981 (1,73d) $(30.064) $659.849° § — . § (54,685)  $549,749
Exercise of stock options. . ... ..... 76 - 89 — - — 855 — = .=
Conversion of subordinated ' S . ST
. “debentures. . .. .......... T 1,082 135 ) 7,165 — = —
Sale of common stock. ., 1 c ... .. 9766 1221 1,734 30,064 233667 . @ — - -
Stock-based compensation expense, . . - Coee

- including $553 reduction of related . ‘
Slaxbenefis ... L= — — — 8527 — . - ’ —_
Minimum pension liability adjustmemt, | ' ST ) e
‘netofux ... ... L i ) - — — — - — 16097y + -~
Netloss.................:... — - = — - — =T (1213

Balance, December 31,2004 . . ... ... 107409 13426 T — 917,764 — (70,782) . 548,476
Exercise of stock options. .. ....... 2,090 261 — — 33247 - _— =

Conversion of subordinated - oo . PN
debentures. . .. .............. 35 .4 — — 496 — . — —_

Issvance of restricted stock .. ... ... 242 31 — — 6,042 6013 = =

Cash dividends ($.25 per common . ' v T
share in first and third quarters) . . . . — — = — - — — (54,180)

Stock-based compensation expense, ’ . ! ’
includin, $9.98(el reduction of related : ] ]

Ctaxbenefits .o — — — — 12,707 . 1,398 - =

Minimum pension liability adjustment, ' o
netoftax .. ... .0 L. - — - = — — (12,878)

* Netincome. .................. —. —. — — — C— . - 229300

Balance, December 31,2005, . ..., ... 109,776 13,722 — — 970,256 (4,615) {83,660) _1:72;1.096
Exercise of stock options. . ... ..... 489 6t = — — 7,890 - A

Conversion of sibordinated ‘
- debentures. . ... ............. 71 9 — — 99l o —_ —

Issuance of restricted stock ... ... .. 126 16 — _ — — — —

Cash dividends ($.25 per common
“share in first quarter and $.10 per . -
common share in second, third and . . - ,
, fourth quarters) . ........" e — - - . = — — — (60,733)

Stock-based compensation expense,
including $2,330 reduction of related .
taxbenefits ...... .. ... ... — — — — 1433 t— — —
Minimum pension liability adjustment ’
rior to adoption of Statement of
inancial Accounting Standards
No. 158, netof tax .., .. ... N - . = — — — 16,926

Adjustment of pension and other ‘
nefits liabilities from adoption of s .
Statement 158, netoftax .. ... ... : (43,636}

Adjustment resulting from adoption of s
tatement of Financial Accounting .
Standards No. 123 (revised) ... ... . '. (4,675) 4,675 . -

Net income. . .......... PR — —_ — — — — — 318,246 o
Balance, December 31, 2006 . . . . co... 110462 $13.808 — § . . — .$988993 3 — - $(110,370) - $981610 . :

i

See Notes to Consolidated Financial Statements.
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- Rowan Companies, Inc.

r

See Notes to Consolidated Financial Statements.

~' . .. CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Years Ended December 31,
2006 2005 2004
: . : v (In thousands)
Cash Provided By (Used In): i
Operations: " . : ’ .
Net income (loss) .. ... ......: e el . $318246 5229800 0§ (1,273)
Adjustments to reconcile net income (Ioss) to net cash provndcd by operations: ) ) _
Depreciation and amortization. . .. ...... .. ... i L 89.971 81,291 95,650
Deferred income taxes .. ...... B e 94287 121,660 866
Provision for pension and postretirement benefits .. ................. - 33,592 25,478 © 34936
Compensation expense . . . . . L e e e, 14,349 4,115 6,430
Gain on disposals of propetty, plant and equlpmem .................. (29.266) (52,449) (6,845)
. Contributions to pension plans . ......... ... ... . oL T (6,229) (89,207 (19,454)
. Postretirement benefit claims paid . ... ........ e - (3,440) (3,283) (3,612}
-{Gain) loss on sale of aviation operations . . . .. ......... ... ... ... - (1,269) — 24,441
Chargé for estimated environmental fine. . . .... .. ... B e 9000 .. .., .— - —
Gain on sale of INVESIMENLS . . . ... ...t r et i . = (9,553) —
Gain on hurricane-related events . . ... ... ... i ) —_ (18,948) —
Gain on sale of.boat operations . . .. .......... ... L il ) — - {20,736) —
Insurance proceeds from hurricane-related events ................... — . 51,448 —
Changcs in current assets and liabilities: o e ' .
Receivables —trade and other. . . .. ... ... ... . (134,929)  (101,040) (25,219)
P2 11003 1= SR (150,028) (34,951) (13,622}
Other current assets . . . . . .. S FRP (45,266) (2.875)"  (12,325)
Accounts payable .. .................. S e 27,467 - 52776 4,261
Income taxes payable. ... ....... . ... .. S (2,369) 4,653 - 179
Deferred revenues . .. ... ... . vuiiit i 46,754 40,085 22,895
Billings in excess of uncompleted contract costs and estimated profit . . . .. 14,330 56,821 —
Other current liabilities. ... ...+ .. . .. v .. e P 22424 4017 8,974
Net changes in other noncurrent assets and liabilities .. .................. (5,555) | (5,932 815
Net.cash provided by operations. . . .......... .. ... .. .. i i 292,069 333,170 117,107
Investing activities: . ) ‘ o . :
Property, plant and equipment additions. . . .......... ... ... ... ... (479,082)  (199,798) (136,886)
Proceeds from disposals of property, plant and equipment e 37,129 90,294 14,680
Increase in restricted cash balance. .. ... ... ... oo {(156,077) = , =
Proceeds from sale of boat operations . .. ........ ... ... .. ... 20,866 R
. Proceeds from sale of aviation operations —met. . .................... 1,953 . — 17014
Proceeds from sale of investments. . . ............ .. ... ... ... ... .. — 9,553 —
Net cash uséd in investing activities .. . ......... ... ... .. ... ... ce. (59607T) (79,085) (5,192)
Financing activities: .
Proceeds from BOrrowings . . ... ..ol — " 37,909 70,842
Repayments of borrowings. .. ... ... ... ..o (64,922) (61,933) (55,904)
Paymentof cash dividends. . .. ... ... ... .. ... ... .. ol (60,488) (54,143) _—
Proceeds from common stock offéring, net of issue costs. ... ............ — — 264,952
Excess tax benefits: from stock-based compensation .. ................. 2,380 . — —
Proceeds from stock option and convertible. debenture plans. T 9,176 34,008 15,945
Net cash provided by (used m) financing_ actwmes ...................... o (113,854) (44,159) 295,835
Increase (decrease) in cash and cash equivalents .. .................... L (417.862) 209,926 407,750
Cash and cash equivalents, beginning of year .. .......... ............... 675,903 465,977 58,227
Cash and cash equivalents, endof year. .. ......... ...l $258,041 $675903 $ 465977



Rowan Com panies, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

. NOTE 1. SUMMARY OF S]GNIF[CANT ACCOUNTING POL[C]ES
l Pnnctples of Consohdatwn T R

4-,__*

.“« The conso]tdated financial statements mclude the accounts of Rowan Compames Inc. and all of its wholly-
‘owned subsidiaries, hereinafter referred to as “Rowan or “the Co_mpany” Intercompany ba!ances and transactions
are ellmmated in consolidation. . . . e . -

Dtsconnnued Operanans

‘ On December 31,2004, Rowan completed the sale of its aviation operations as conducted by Era Aviation, Inc.
In February 2003, Rowan sold the’ purcha»e options it held on four leased anchor—handlmg boats. The leases
covering the Company’s two remaining boats expired during the second quarter of 2005, when they were retumed o
the lessor and Rowan cx1ted the marine vessel business.

RS
The revenues and expenses resulting from Rowan’s discontinued aviation and marine vessel operations for the
thrce years ended December 31, 2006, 1nc1ud|ng the gain or loss recogmzecl upon their sale, are shown collectively
and net of tax as Income (loss) from discontinued operatlons in the Consohdated Statements of Operations. See
Note 12 for- further mformauon regardmg the Company’s discontinued operauons
L]

Goodw:ll and Inmngzbles

Rowan had goodwill with a carrying value of $12.4 mllllon at each of December 3l 2006 and 2005 of which
$10 9 million related to the manufactunng division and $1 -5 million related to the drilling division. Goodwill is
reviewed for possible 1mpa|rment at least annually, At December 31, 2006 and 2005, the Company had intangible
assets subject to amomzauon totalmg $l 2 million and $1 3 million, respectlveiy '

"o

, .

‘ Revenue and Expense Recogmuon _ ‘
R N T - : -

. Rowan's dnl'ling comracts generally provnde for payment on a day rate ba51s and revenues are recogmzed as
the work progresses. Rowan frequently collects’ up- froft fees to reimburse the Company for the cost of relocating its
dnllmg ‘equipment, and occasmnally receives. relmbursement for equ:pment modifications and upgrades requested
by its customers, Such fees and re:mbursements and any related costs, are'deferred and subsequently recognized in
operations on a stralght -ling basis over the penod that the drilling services are performed. Deferred drilling revenues
included in current and other liabilities. were $60.9 million and $0.7 million  at Decémber 31, 2006 and 2005,
respectively. -Deferred drilling costs included in prepaid expenses and other assets were $48.8 million and
$2.7 million at December 31, 2006 and 2005, respectively. Rowan also typically receives reimbursement for
certain “rebillable” costs, which are recognized as both revenues and expenses when incurred.

45




. Rowan Companies, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Manufacturing sales and related costsare generally recognized whentitle pas'ées'."é‘; products are shipped. .
Revenues from long-term manufacturing projects such as rigs and rig kits are recognized on a percentage-of—com—
pletion basis using costs incurred relative to total estimated project costs. The Company does not’ recognize any
estimated: profit until such projects are at least 10% ‘complete, though full provision is made immediately for any '
anticipated losses. The. following table summarizes the status of .Rowan’s long-term construction pro]ects in
progress, including any advance payments received for projects not yet begun (in thousands):

December 31,
. 2006 ! 2005°
Total contract value of long-term pl‘O_]eCtS in process (or not yet begun ). ... $344,406 $261 a7
Payments received. . . .. e 179,843 . 90,207
Revenue recogmized ... ...\ ... ..ooouii ... 114011 36,080
Costs recognized . . -, ......... S P ... 106,686 - 29,'{64'
Payments received in excess of revenues recognized. . . ... e e 7 ‘§5,832 ) 54",—127 .
Billings in excess of uncompleted contract costs and estimated profit e
(included in other current liabilities). ........ ...l .. $ 7,151 $ 56,821
Uncompleted contract costs and esumated profit in excess of blllmgs .
(mcluded in other current BSSEIS) &'\ v e e e $ 5319 '§ 2,694

7 Manufacturing revenues and costs ahd expenses included product sales and costs of sales of $421.4 million and
$345.6 million, $270.9 millton and $231.1 million, and $190.8 million and $144 4 million in 2006 2005-and 2004
.respectively.

Income (Loss) Per Common Share

“Basic” income (loss) per share is determined as income (loss) avallab]e to common stockho]ders d1v1ded by
the weighted-average number of common shares outstandmg during the period. “Dlluted“ income (loss) per share
reflects the issuance of additional shares in connection wnth the ‘assumed conversion of stock optnons and other
convertible securities, and corresponding adjustmems to income for any charges related to such secuntles !
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Rowan Companies, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

: .The computatlon of basic and diluted per share amounts of income from contmumg operatlons for each of the

past three .years is as follows (in thousands except per share amounts) s
. ' I _" " Income from )
Iy . L . B Continuing :  Average Per Share
Year Ended December 31, , i : Qperations A Shares Amount |
2006 Cae | :
. - Basic income per sha_re‘. e PR, . $316977 110,280 $2.87
Efféct of dilutive-Securities: - _ o '
. Convertible debentures . . ..., ...... e e g T 358
crs SEOCK OPHONS © 7. o0 e . 1,137
B ‘Diluted income pershare . ... .............. EERERERRe $316,977 111,775 $2.84
. 2005: L S
" Basi¢ income per share. . . . .. e celeoloo. $217837 108719 $2.00
Effect of dilutive securities: T o o " T
‘Convertible debentures .. ........... P U . 261
- Stock options . ... .. . ... P e FE ‘ 1,324
. Drluted mcome per share ............................. '$217,837 110,304 $1.97
L 200a o | . ‘
Basrc income per share. ... .................. e . $ 27485 105472 -$..26
Effect of dilutive securities: | , . )
Convertlble debentures . . . . .. S S 645
Stock optmns Lite s aan e . s G S 1016 _
: Dlluted income per share R R R .. $27485 107,133 $ 26

he e

See Note 3 for furthet. information regarding- the Company’s.stock optioh and debenture "plans. ‘

Statement of Cash Flows

. Rowan invests only in highly I1qu1d U.S. Government securities, bank time deposits, A1/Pl-rated commercial
paper, money market preferred stock custodral receipts or repurchase agreements with terms no greater than three
months all of Wthl’l are consrdered to "be cash equivalents. :

Noncash lnvestmg and ﬁnancmg activities éxcluded from the Company s Consohdated Statemems of Cash
Flows were as follows: in 2006 — the’ conversron of $1,000, 000 of Series B employee debentures into 71,112 shares
'of comimon stock, the reductton of $2, 380, 000 of tax benefits related to employee stock opuons and $30,171,000 of
accrued property and equrpment addmons in 2005 — the conversron of $500 000 of Series B employee debentures
iinto 35,556 shares of common stock, the reductton of $9,990,000 of tax'benefits related to employee stock optlons_

"« " and $8,159,000 of accrued property and equipment additions: in 2004 — the conversion of $7,300,001 of Series Il

employee debentures into 1,081,483 shares of common stock and the reduction of $553 000 of tax benefits related
[s) employee stock optlons

Invéntariés"" e Coe . I
' N v i e . L
¢ h ' : v - P I

¢ Inventories are carried at lower of average cost or market.’ Costs include labor,’ material and- productlon
overhead Management penodlcally reviews inventory for obsolescence aiid reserves for items unlikely to be sold.
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Rowan Companies, Inc.

NOTES TO CONSOLIDATED FINANC]AL STATEMENTS — (Contmued)

Rowan’s adoption, effective January 1, 2006, of Statement of Financial Accounting Standards No..151, which
clarifies the distinction between costs that are allocable to inventory and those that are expensed as incurred, did not
materially impact its financial position or results of operations. : ‘

Property and Depreciation

Rowan provides depreciatioh ‘'under the straight-line method from the date an asset is placed into service until it
- is sold or becomes fully depreciated based on the following estimated lives and salvage values: ‘

el . ) e . Salvage
. Years Value

Offshore drilling equipment:

Super Gorilla jack-ups . .. e o 25 _20%
Turzan Class Jack-Up . . .. ... .. e 25 - 20%
Gorifla and other cantilever jack-ups ] o 15 20%
Conventional JACK-UPS . .« .o vttt ettt a e 12 20%
Land drilling equipment. . . . . .. R P 2 20%
Drill pipe and tubular equipment . . .. .. D I 4 ~ 10%
Manufacturing piant and equipment: -
Buildings and improvements. . . . . [T IR .. 10025 10 t020%
Other......:...... e e 21012 various
Other property and equipment .. ... ............... e “. 31040 various

Expenditures for new property or enhancements to existing property are capitalized. Expenditures for
maintenance and repairs are charged to operations as incurred. Rowan capitalizes, during the construction period, -
a portion of interest cost incurred. See Note 10 for further information regarding the Company’s depreciation and
amortization, capital expenditures and repairs and maintenance. Long-lived assets are reviewed for impairment
whenever circumstances indicate their carrying amounts may not be recoverable, based upon estimated future cash
flows. '

Environmental Matters

“ Environmental remediation costs are accrued using estimates of future monitoring, tesung and clean-up costs
where it is probable that such costs will be incurred. Estimates of future monitoring, testing and clean-up costs.and -
~assessments of the probability that such costs will be incurred incorporate many factors, 1nclud1ng approvcd
monitoring, testing and/or remediation plans; ongoing c communications with env1ronmenla] regulatory agencies;
the expected durauon of remcdlauon measures historical monitoring, testing and clean-up costs and current and
anticipated operational plans and manufaclunng processes Ongomg environmental eompl:ance costs aré expensed .
as incurred and expenditures 10 mitigate or prevent future environmental contamination are capitalized. See Note 9’
for further information regarding the Company’s environmental liabilities.

Income Taxes : _ ‘ . S

Rowan recognizes deferred income tax assets and liabilities for the estimated future tax consequences of
differences between the financial statement and tax bases of assets and liabilities. Valuation allowances are
provided against deferred tax assets that are not likely to be realized. See Note 7 for further mformatlon regarding
the. Company’s income tax assets and liabilities. :
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Comprehens'ive Income (Loss) et S J
. L S
iy s Yl

Comprehenswe 1ncome (Ioss) is compnsed of net mcome (loss) and other cornprehenswe 1ncome (loss)

“During 2006, 2005 and 2004 Rowan -recognized other comprehensnve mcome ‘or loss relating to pensnon and other

; benef t liabilities. See Note 6 for further mfonnanon regarding the Company s pension and other benefit lrabrlnres

e, o . -
L

Management Estimates' _
oL " - . . " . R . . P

* The preparation of financial staternents in conformity with generally accepted accounting principles reqilires
management to.make "estimates. and assumptions that affect- the reported amounts of-assets and-liabilities and

dlSClOSUI’C of Contingent assets and liabilities at the date of the fi nancial statements and the reported amounts of

’ revenues and expenses dunng the reportmg penod Actual results could d1ffer from those estimates.

. ‘
ra y . "

NOTE 2.. -LONG-TERM DEBT L

. Long-term debt consisted of (in thousandé)_:'

Becember 31,
_ o 2006 2005 '
6.94% Title XI note payable; secured by the Gorilla V . . . . . e L $ 22344 $ 27926
"'6.15% Title X1 note payable secured by the Gorilla V... ..o0 . ... ... ... . 28,699 © " 35873
5.88% Title XI note payable: secured by the Gorilla VI .. ... . ... L. 18369 092,621
2.80% Title XI note.payable; secired by the Gorilla VI .. ............. 108,148 . 123,598
Floating-rate Title XI note payable; secured by the Bob Palmer'.. ... :..... 156077 ° 166,483
**" 4:33%Titte XI note payable; secured by the Scabter Yeargain PR " 75,998 82,078
Floating-rate Title XI note payable; secured by the Bob Keller . . . . .. D 80,691 86,669
" Total. .. ... T e S 550,326 . 615,248
Less current maturities . . ... ......... e e 64922 ! 64,922 ’
Remainder ....... T e ;... $485.404  $550.326

Annual maturities of long-term debt are $64. 9 nullron for each of the next five years ending December 31,
2007, 2008, 2009, 2010 and 2011.

Rowan financed $1 53 1 n'nllron of the cost of the Gorilla V through a floating-rate bank loan guaranteed by the
US. Depanment of Transportanon 5 Manume Administration (“MARAD”) under its Title XI program On Juty 1,
1997 the Company fixed $67 million o, outstandmg borrowings at 6. 94% On July 1, 1998, Rowan fixed the'
remaining $86.1 million prmcrpal amount at 6.15%. Principal and accrued mterest on each note. are payable semr-
annually on each January 1 and July I through 2010. The Gorilla V is pledged as secunty for the government

 guarantees. . - |

Rowan ﬁnanced $l?l 0 million of the cost of the Gortlla VI through a floanng -rate bank loan guaranteed under
MARAD'’s Title XI program. On March 15, 2001, the Company fixed the $156.8 miltion of cutstanding borrowings
at 5:88%. Principal and accrued interest are’ payable semi-annually on each March 15 and Septémber 15 through
March 2012 The Gorilla VI is pledged as secunty for the govemment guarantee

Rowan ﬁnanced $185 4 mrlllon of the cost of the Gon[la Vil through a floating-rate bank loan guaranteed
under MARAD’s Title X1 _program. On June 30, 2003, the Company -fixed the $162.2 million of outstanding
borrowmgs at 2.80%. Pnncnpal and accrued interest are payable semi-annualty on each April 20 and October 20
through 2013. The Gonl!a VIT'i is pledged as security for the government guarantee.

'
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Rowan ﬁnanced $]87 3 mllhon of the cost of the Bob Palmer through a floating-rate.bank. 1oan ‘guaranteed
uinder MARAD's Title XI program The Company ‘may fix the interest rate at any time and must fix the raté on all
outstandmg prmcnpal amounts by. August 18, 2007. Principal and accrued interest are payab]e serni-annually on’
each Janbary 15 and July !5 through 2021. The Bob Palmer is pledged as security for the’ govemment guarantee At
December 3172006, outstandmg borrowmgs bore 1nterest at an annual rate of 5. 64% o .

. Rowan financed-$91. 2 million of the cost of the Scoorer Yeargam through'a 15 -year ﬂoalmg—rate bank loan
‘guaranteed under MARAD’s Title XI program. On June 15, 2005, the Company fixed the $85:1 million’ of
outstanding borrowings at 4.33%. Principal and accrued interest are payable semi-annually on each May 1-and.
November 1 through May 2019. The Scooter Yeargain is pledged as security for the gouemment guarantee ’

‘Rowan financed $89.7 million of the cost of the Bob Keller through a 15-year floating- -rate bank loan
~ guaranteed under MARAIY's Title XI program. Rowan may fix the interest rate at any time and must'fix the rate n
all outstanding principal by August 31, 2009. Principal and accrued interest are payable semi-annually on each May
10 and November 10 through May 2020. The Bob Keller is pledged as secunty for the government guarantee At
December 31, 2006, outstanding borrowings bore interest at an annua] rate of 5.54%.

outstanding “at
share for each

"Rowan’s $4.8 “million’ of Series A Floating Rate Subordmated Convertible ‘Debentures
December 31, 2006 are ultimately convemble into common stoci_( at the rate of $29.75 per
$l 000 principal amount of debenture through April 24, 2008.

outstaniding at
share for each

Rowan's $3.0 million of Series B Floatmg Rate Subordmated Convertlble Debentures
December 31, 2006 are ulnmately convertible into common stock at the rale of $l4 06 per
$1 000 pr1nc1pal amount of debenture through Apnl 22, 2009. '

Rowan’s $96 mllhon of Series C. Floatmg Rate Subordlnated Convertible Debentures ‘outstanding at

- December 31, 2006 are- ultimately convertlb]e into common stock at the rate- of $28 25 per

$1,000 principal amotint of debenture through Apl‘ll 27, 20]0

1

Rowan’s $9.6 mllhon of Series D Floatmg Rate Subordinated Convemb]e Debentures

December 31, 2006 are ultimately convertible into common stock at the rate of $32.00 per
$1,000 principal amount of debenture through April 26, 2011 - - oot

. Rowan s §1.2 mtlhon of Senes E Floatmg Rate Subordmated Convemble Debemureq
December 31, 2006 are ultlmately convertible into common stock at the rate of $13.12 per

share for each
L

outstanding at
share for each

outstandmg at
share for each

$1,000 prlI’ICIpal amount of debenture through September 20,2011,

All-of the Company 5 outstandmg subordinated conventble debentures were ongmally issued inexchange for
promissory notes eontammg prov:smns for setoff protecting Rowan agamst ‘any credit risk. Accordmgly, the
_debentures and notes, and the related interesi amounts, have been offset in the consolidated financial statements
pursuant to Financial Aecountmg Standards Board liiterpretation No. 39. See Note ‘3 for ‘further 1nf0rmat|on
regardmg the Company $ convertlble debenture 1ncent1ve plans. * R :

" Rowan weighted average annual interest rate was 5.0% at December 31, 2006 and 4. 56% at December 31,
2005. Cash interest payments exceeded mterest capltahzed by $20. 3 l'mlll()l‘l m 2006 $20 6 mlllton in- 2005 and ’
$18.6 mllhon in 2004 '

; _ .
Rowan 5 debt agreements contam provns:ons that require minimum levels of workm g cap1ta1 and qtoekho]ders
equity and limit the dmount of long-térm debt, and, in the event of noncompliance, restrict investment activities,
asset purchases and sales lease obli gauons borrowings and mergers or acquisitions. These agreements also contain
minimum insurance requtrements for the Company s collateralized drilling rigs. The extent of hurricane damage
sustained - throughout the Gulf Coast area in recent years has dramaticaily increased the cosl and reduced the
availability of insurance ‘coverage for windstorm losses and, during its 2006 policy renewal, ‘the Cornpany
determmed that windstorm' coverage ‘meeting these requirements was cost- prohlblttve Thus, the Company
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requested and: recelved from MARAD a waiver of any defaults related to-insirance - rrequirements and provided
additional secunty to MARAD. The Company has established a separate cash account containing. the amount*
necessary to repay in full the outstanding Bob Palmer note, and in which MARAD has a security interest. This,
amount is'shown separately as Restricted cash on the Company’s Consohdated Balance Sheet at December 31,

- 2006. Rowan is not obligated to repay the Bob Palmer note in advance of its scheduled maturity. _ln addition; the
Company agreed to maintain at least $100 million of unrestricted cash. Finally, the Company agreed to restrictions
on the use of certain insurance proceeds should it experience further losses. Each -of these additional security

- -provistons will be released by MARAD if Rowan obtains windstorm coverage that satisfies the Company’s existing
debt requirements. The Company believes that it was in compliance with'each of its debt covenants at December 31,
2006. See Note 5 for further mformanon regarding the Company’s dividend restrictions. :

NOTE 3. STOCKHOLDERS’ EQUITY

" Rowan’s 2005 Long-Term Incentive Plan (“LTIP”) authorizes the Company’s Board of Directors to issue,
through April 22, 2015, up to 3,400,000 shares of Rowan common stock in-a variety of forms, including stock
options, restricted stock ‘restricted stock units, performance shares, stock ‘appreciation nghts and common stock
.grants, whose lerms are governed by the LTIP. The LTIP replaced and superseded the Restated 1988 Nonqualified
Stock’ Opnon Plan as amended, and the 1998 Nonemployee Directors Stock Opnon Plan. At December 31, 2006,
awards covermg 843 360 shares had been made under the LTIP, as follows 315,060 in 2006 and 528 300 in 2005.

"+ Restricted stock represents a full share of Rowan common stock issued with a restrictive legend that prevents
its sale until the restriction is later removed. The restrictions will generally lapse pro rata over a three or four-year
service period. The Company measures total compensation related to each share based upon the market value of the
common stock on the daté of the award and recognizes the resulting expense on a stra1ghl line basis over the service
period. During 2005, Rowan issued 241,100 shares of restricted:stock to 77 key employees, with-an average fair
value of $25.09 per share. The total related compensation was measured-at $6.1-million, of which $3.7 million had
been recognized at December 31, 2006, During 2006, Rowan issued 120,867 shares of restricted stock to 84 key
employees, with an average fair value of $42.98 per share. The total . related compensation was measured at
$5. 2 mlll1on of which $1. 3 million had. been lecogmzed at December 31, 2006 A e

Restncled stock units are .lwards that may be settled through-the issuance of- Rowan common stock -or the
payment of cash where vesting generally occurs over a defined service penod but the restriction lapses only upon
. termination of service. The Company measures compensation related fo each unit based upon thé markel value of

the underlying common stock on the date of the award and recogmzes the resulting expense on a strzught “line basis
over the service period. During 2005, Rowan issued 36,900 restricted stock units to its nonemployee directors, with
an.average fair value of -$25. 12 per unit. During 2006, Rowan issued 15,000. restricted stock -units o its
nonemployee directors, with an average fair value of $43.41 per unit, and 1ssued 8,890 shares of Rowan common
stock’in settlement of previous restricted stock unit awards and related dwrdends Al December 31, 2006 Rowan
'had accrued.$1.2 mrlllon toward future settlemcnt of restricted stock units.

\
~

Performance shares are shares of Rowan common stock whose future issuance is' contmgem upon the
achievement of certain performance criteria. During 2003, the Company awarded 99,500 performance shares to
12 key employees, under which as many as 199,000 (and as few as zero) shares of Rowan common stock will be
issued in- May 2008 depending upon the Company s total stockholder return (TSR) in comparison to a selected
industry peer group over the three-year period then ended. The Company measures and recognizes compensanon
expense at each period end using the market value of the common stock on'the date of the award and the expected
number of shares to be issued .based upon Rowan’s relative TSR performance No compensatwn expense was

'recogmzed during 2005 or 2006.. - S

I

Dunng 2006, the Company awarded 115,791 performance shares to 15 key employees, under which as s many
as 231,582 (and as few as zero) shares of Rowan common stock will be issued in April 2009 based upon an equal
welghnng of the Company s TSR and return on investment (ROI) rankmg versus a selected mduslry peer group over
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the three-year period then ended. With respect to the TSR metric, the Company estimated a fair value of $42.51 per
share, which is being recognized as compensation expense over the three-year performance period. The total related
compensation was measured at $2.5 million, of which $0.5 million had been recognized at December 31, 2006.

With respect to the ROI metric, the Company estimated compensation expense using the market value of the
common stock on the date of the award of $43.85 per share and the target number of shares to be issued. The total
related compensation was measured at $2.5 million, of which $0.6 million had been recognized at December 31,

2006. Compensation expense will be re-measured annually using the expected number of shares to be issued based
upon Rowan’s relative ROI performance. ‘ :

Stock optlons granted to employees generally become exercisable pro rata overa four-yéar service period, and
all options not exercised expire ten years after the date of grant. Stock option activity for each of the last three years
was as follows: :

Weighted

Average
Number of Exercise
. Options . Price

Ouwtstanding at January L2004 . .. e 5648958  $16.08
Granted. . ........ IR TN [P 582,525 2499 .

Exercised . ............. e J e (716,490) 1213

Forfeited . ................ e (41,242)  13.06
Outstanding at December 31, 2004 .. ... ... ... . iiiii .. 5473751 17.57.
Granted. .. ...... s e e N 150,800 2498 .

Exercised ................ O e e v (2,090,384).- - 1591

Forfeited . .. ................... e P L (67,774)  15.93

3 Outstanding at December 31,2005 .. ...... PR e 3,466,393 18.93

" Granted: .. . ... e T e 63,402 43.85

Exercised . .......ooiiiiii e (488,230)  16.82

Forfeited . . .......couoeiemineann.. e e (14,807)  21.89

Outstanding at December 31,2006 ................. ... D, 3026758 - $21.15

Exercisable at Decemb:er 31,2004 . .. ... e .. .. . 3477288 -317.15

Exercisable at December 31,2005 .. .. -\ ..otiten e 2,393,579  $18.85

Exercisable at December 31; 2006 . . e 2,353,668 $19.93
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The followmg tab]e summanzes 1nforrnat10n about stock options outstanding at December 31 2006

T Weighted - o Welghted
t Average - Welghted T . Average -
" ) . ) Numbe;.ol‘ . Exel_'c!se . A‘vera.ge. . Remam_n_'tg e
’ Options Price Fair Value - Life (Years)™” -
-Outstanding: . o o S R
© $40610$981........... SR 199,424  $ 5.88 2.7
$13:1210 81975 .. ... ....... SN S 827816 -1646 37
‘$2l 19 032200, ... .o v 1,016,066 '21.34 o _ 6.0
$24. 98 t0$4385. .. ... ... R 983,452  28.00 . 6.9
3026758 $2115 © SI12.02 5 4
Ey'(erclisable: 7
$4.061089.81. . ... ... ... 197,248  § 5.88
$13.1210 819.75. . ... .... ST 827,816  16.46
$21.1910 $22.00......... e o 771,054 21.38
$24.9810 $32.00. ... ........ U 557,550 2802

2353668  $19.93

At December 31, 2006, Rowan had $3.8 million of unrecogmzed future compensatlon expense related to stock
opnons -

- On Janua.ry 1,.2006, Rowan adopted Statement of Flnan(:lal Accountmg Standards- No. 123 (revised
2004)° “Share Based Paymem” as amende (“Statement ]23R”) which requires reeognmon as expense Over
future'service or vestmg periods of stock-based compensatlon Cost measured based upon grant date fair value. Prior
to 2006, Rowan accounted for stock-based compensation in accordance with Accounting Prmc1ples Board (AFB)
Opinion No. 25, whereby cost was measured based upon intrinsic value, or the difference, if any, between the quoted
market price on the date of grant and the arh'ount the employee was required to pay for the common stock.
Accordmgly, Rowan did not recognize compensation expense for stock options having an exercise price equal to the
market price on the date of grant. The provisions of Statement 123 required a fair value measurement for all option

" awards .- and disclosure of the effects ‘of any stock-based compensatlon cost not recogmzed on that basis.

i Rowan apphed the modlﬁed prospectlve method of adoptlon whereby, the prov131ons of Statement 123R are
applied-to all stock- based awards made on or after January 1, 2006 and any outstandmg but unvested awards as of
that date. Accordmgly, the Company’s consolidated financial statements as of and for the year ended December 31,
2005 have not been restated to give effect to Statement 123R. In addition, there was no ‘material cumulauve effect to
be recognized upon adoptlon of Statement 123R. The adoption of Statement 123R did impact the Company s
© Stockholders’ equity components as the $4.7 million balance of Unearned equity compensation, Wthh orlgmated in
. connectlon with the 2005 restricted stock awards, was reclassified to, and reduced the balance of Add:tlonal paid-in
_ capltal effective January 1, 2006.

i
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: ' During 2006, Rowan.recogmzed stoo_k-based compensation expense of $12.5 million un_der Statement 123R,
including $7.2 million related to stock options, $4.2 million related to restricted stock and units and $1.1 million

- related to performance shares. Rowan estimates that the provisions of Statement 123R reduced the Company’s net

income by apprOledlﬁ]y $3.2 million-or .03 per share during 2006. The following table 1llustrates thé estimated

2005 2004 f

" Net income (1055), 25 TEPOMEd -+« 1+ v s e e $229.800  $(1.273)
Stock-based compe_nsation, net of related tax effects: , .
Asrecordedunder APB 25. .. ... ... oo 1,718 4,000
Pro forma under SFAS 123........ T R (4,697) (7.161)
Pro forma netincome (JOSS) . . . ... u it e e $226,821  $(4.434)
Net income (loss) per basic share: -
" As reported .............. e e $ 211 $ (01)
. Proforma ... ........ L $ 209 $ (04)
Net income (loss) per diluted share: .
Asreported . [ ... ... ... ... e $ 208 $ (01
PR forma L. e PP $_206 § (09

The welghted average per-share falr values at date of grant for options granted during 2006, 2005 and 2004. '
were estimated to be $18.48, $10.10 and $10. 38, respectlvely The foregoing fair value estimates were determmed '
using’ the Black-Scholes- opuon valuatton model with the fo!lowmg welghted average assumptions:

Expected life in years. .. ..... S e e Y.' 4.0 35 36
~Risk-free interest rate . . ... .. 0L L Do UL 50% 39% 33%
Expected volatility . ... Il 51.1% 51.1% 523%

Under the Rowan Companies, Inc. 1998 Convertible . Debenture Incentive Plan as amended, ﬂoatmg -rate
subordinated convertible debentures totaling $30 million were issued by the Company. The debentures are initially
convertible into preferred stock, which has no voting rights (except as required by law or the Cofnpany s charter), no
dividend and a nominal Ilqutdatlon preference The preferred stock is tmmedlately convertible into common stock.
At December 31,2006, all $4 & million prmmpa] amount of Series A debentures issued in 1998: $3.0 million of the

~ $4.8 million principal amoum of Senes B debentures issued in 1999, ail $9.6 million pnnc:pal amount of Series C

debentures issued in 2000, all $96 million principal amount of Series D debentures issued in 2001 and all
$1.2 miltion pnncrpal amount of Senes E debentures |ssued in 2001 were outstandmg The outstandmg Series A, B,
C,D and E debentures are collectlvely convemble mto 1,105,718 shares of Rowan’s common ‘stock.

Under the Rowan Companies, Inc. 1986 Convertible Debenture Incentive Plan floatmg -rate ‘;ubordmated
convertible debentures totaling $19.9 million were issued by the Company. At December 31, 2006, all-of such
debentures had been converted into Rowan common stock, including $7.3 million that was converted into
1,081,483 shares during 2004 a

: In 1992, Rowan adopted a Stockholder Rights Agreement to protect against coercive takeover tactics. The
agreement as amended, provides for thé distribution to'Rowan’s stockholders of one Right for each. outstandmg
share of common stock. Each nght entitles the holder to purchase from the Company one one-hundredth of a share
of Series A Junior Preferred Stock of Rowan at an exercise price of $80. In addition, under certain crrcumstances
each Right will enut]e the holder o, purchase securities of Rowan or an acquiring entlty at one-half market value
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The. nghts are exercisable only if a person or group knowingly acquires 15% or more of Rowan’s outstanding
common stock or makes a tender offer for 30% or more of the Company s outstanding common stock. The Rights
will exptre on January 24, 2012 :

'
iy or

NOTE 4. OTHER CURRENT LIABILITIES ' . -

Other current l1ab1lxl|es c0n51sted of (in thousands)
L4 "
R S Tl . .',- HESE ’ December 31,

v . 2006 - - 2005
Deferred revenues . . . . . . .. [T RN - $146,230 § 74,490

Billings in excess of uncompleted contract costs and estimated profit . ... .. 71,151 56,821
Accrued llabrllttes - ~ , . . . :
Income taxes. ._: e . 3,182 4,867
Compensauon and related employee COSES ...t P 49,767 ~ 33,287 .
IEEREST . . . . oot 8936 8,670
Taxes and other. .. ....... e e 31,312 14,621
Total . ... . ... AT R OO $310,578  $192,756

The balance in Deferred revenues primarily reflects.customer prepayments for products and services to be.
provided and lump-sum mobilization fees to be recognized during the next year. The balance also included
$23.4 million at December 31, 2006.and $18.8 million at December 31, 2005 related to the sale of the Rowan-
Mrdland See Note 13 for further 1nformatmn regardmg the sale of the Rowan-Midland.

The balance in Compensatton and related employee costs includes estimated pension and other benefit plan
funding contributions to be provided during the next year. See Note 6 for further mformatlon regarding the
Company’s pension and other benefit plans.

Taxes and othier included accrued manufacturmg warranty claims of $5.1 million at December 31 2006 and
$3.8 million at December 31, 2005. The balance at-December 31, 2006 also included a $9.0 million charge for
expected fines and environmental fund payments to be'made i in settlement of a Department of Justlce investigation.
See Note 9 for further information regardmv the Company’s environmental matters.

NOTE 5 RESTRICTIONS ON RETAINED EARNINGS

Rowan 5 Tltle XI' debt agreements contain financial covenants that limit the amount the Company may
dtsmbute to'its stockholders Under the tost restrictive of such covenants Rowan had approximately $158 million
of retained earnings. avallable for distribution at December 31, 2006. Subject to this and other restrictions; the Board

_of Directors will determme payment, if any, of future dw:dends or distributions in light of condmons then existing,

mcludmg the Comparly § earnings, ﬁnanc:al condition and requ1rements opportumtles for remvestmg eammgs
business condmons and other. factors See Note’ 14 for further information regarding the Company’s dividends.

v
.

NOTE 6. BENEFIT PLANS SRR

Since 1952, Rowan has sponsored defined benefit pension plans covering substantially all of its employees. In
addmon, Rowan prov1des health care and life i insurance benefits for certain retired employees .

E During September 2006, the Fmancral Accountmg Standards Board issued Statement of Financial ‘Accounting
Standards No. 158 “Employers’ Accountmg for Defined Benefit Pension and Other Postretirement Plans”.
Statement 158, which requires that the funded status of our pension and other postretirement benefit plans be
fully recognized in our December.31, 2006 Consolidated Balance Sheet, had the effect of increasing our balances
for Other liabilities, Deferred income taxes and Accumulated other comprehensive loss at that date by $67.1 million,
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$23.5 million and $43.6 million, respectively. Previously, balance sheet recognition was not required for items
excluded from net pension and other benefits cost, including unamontized gains and losses, prior service cost and
transition assets and liabilities, except where necessary to meetl minimum liability thresholds, the after-tax effect of
which was reflected within Accumulated other comprehensive income (loss). Under Statement 158, the unam-
ortized portion of such items will commue 1o be excluded from net periodic benefits-cost and included within other
comprehensive income (loss).

The following table shows changes in plan assets and obligalions during 2006 and the funded status of the
plans at December 31, 2006 (in thousands): '

56

Pension Other co.
Benefits Benefils Totul
Bencfit obligations: i o :
Balance, January | ........................ e $440,884  $69.88 $ 510,770
Interest cost . ................. A 25,299 3901 . ° 29200
SEIVICE COSL . o vttt et e et et e 12,450 1,989 14,439
Actuarial loss . . ... ... e e e 8,480 2,117 10,597
Plan-amendment’. . ... ....... ... .. ... ... ... ...... (3,178) _-;- C(3.178)
Benefits paid ... ...t (16,239)  (3,367)  (19,606)
Balance, December 31 .. .............. e 467,696 74,526 542,222
Plan assets: . . o :
Fair value, Janvary 1.............. P L 321,724 — 321,724
Actual TOIUM - oo o oo 36,908 - 36,908
Employer contributions’. . .. ....... e e . 6_,229 L — - 6,229
Benefitspaid . . ...... ... ... ... .. ... ... 7 e ‘ (16,239) - — (16,239)
~ Fair value, December 31............... .’. e . 348,622 _ 348,622
Net beniefit liabilities . .............................. $(119074) $(74,526) $(193,600)
Amounts recognized in the Consolidated Balance Shé’e;: _
Current assets — Trade and other recelvables. e S — % 136 3 136
Other current liabilities . . . ........... ........ e (10,750) (3,990) (14,740)
Other liabilities. . ........ e (108,324  (70,672)  (178,996)
Net benefit liabilities . ... . .. B v $(119,074)  $(74,526)  $(193,600)
Net (expense) credit reéognized in net benefit cost . ... .. - $ 29,768 $(53,569) $ (23,301)'
Amounts not yet reflected in net periodic benefit cost: . . .
Actvarial loss ... ............ ..ol e fae . - (151,622)  (18,462)  (170,084)
Transition obligation. . .. ........... ... ......... e J— (3,973) (3,973
Prior service (costycredit . ........ .. .. ..., o 2,780 1,478 4,258
Total accumulated other comprehenswe loss ..ol (148,842) (20,957 (169,799
Net beneﬁt liabilities . ... ......... ... ... .. . 1.0 ... o $(119,074)  $(74,526) $(193,600)




P

« " were as follows (in. thousands)

Rowan Compames, Inc.

NOTES. TO CONSOLIDATED FINANCIAL STATEMENTS = (Contmued)

. "Rowan expects that the following amounts of ACCumulated other comprehenswe loss will be recogmzed as net
penodlc benefits,cost in 2007 (m thousands): -

P

@ Pension omér
. . L. . . ) .. - Benefits Beneﬁts Total
. Actuarial loss . ... ... ... SR SR $[’p,q79 5 665 $11344
' Transmon obhgzmon ...... e S e — .662 662
Prior service cost (credlt) ...... R L et 211) (205) (416)
Ta Uy Thee thREaM(L Frar e g -
Total nét inerease. ., . .., hox L Al '$10468  $1,122 $11,590

Changes in plan aqsets and’ obhgatlons dunng 2005 and the funded status of the plans at December 31 2005 .

aa Y
- PR
. L

- . . Pension Other . co R
L L , ) o o ' L Benefits o Benefits Tota! >
Benefit obligations: , S . o _ e
., Balance, Janu.u'y | . AT foT... $384747 360,792 § 445,539
- _'.Serv:ce cost e 10,428 1,816 12,244
TIMETESE COSE + v v v v v e e e e e e e e e 21,217 3,521 25,338
Actuanal 0SS . ovvee e S e T 39,975.° 7,040 47,015°
Bcneﬁts paid - ... ..... e e e (16,083) (3,283) - (19,366)
Balance, December 31 ............ e 440884 69886 510,770
Plan assets: _‘ e ) . '
. Fair value, Januaryl ...... . i 211317 — 217,317 .
CACUAl TRIUM e i U, . 31,283 — 31,283
Employer contributions . . . Ceee PP e 89,207 — 89,207
, .Beneﬁls pald . T, e . (16,083 ~ - — 7 (16,083)
Fair valié, December 31 ... .......0... iiuiiii. .. RIL724  — 321,724
" Funded status . . .. .. OO ,j IR (119.160) _(69.886) _(189,046)
Amount'; not yet reflected in net penodlc bénefit cost:’ - ST ’ s
Acluarlal loss........ .. ...... (16§,637) (17,145) (185,782)
Transmon obllganon. AR AP R —_ ~(4,635) . (4,635)
* Prior service (cost) credtt e PEEERRREE [P (570 " 1,682 L 12
Total amounls not yet recogmzed ......... e (169,201 o (2'0,098') -(189,3051
Net benefit asqel (llabllmes) recognlzed. S, v ' 50,047. (49,788) "+ " 259
Additional mlmmum habllaty ............... s . (129,270) —  7(129,270)
. -Nel beneﬁt habllmes e T $ (79.223) $(49 788)  $(129,011)

The addmonal minimum pens:on llablllty shown in the preceding table reflects actuarially- detem'uned
unfunded accumulated benefit obligations at December 31 2005 and is included in the Company’s Consolidated
Balance Sheet, as follows: Goodwill and other assets — $562,000; Other liabilities — $129,270,000; Deferred
income taxes — net — $45,048,000 and Accumulated other comprehensive loss — $83,660,000.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Additional information related to Rowan’s pension plans: are as follows (in thousands)

! . . : e - [ - December 31
e ’ N i 2006 2005
Projected- benefit bbligation R PO oo, 3467696 $440,884
Accumulated benefit obllgatlon ...... e T 421,628 400,934
Falr value ofp]an ASSELS L v vt e A 348;622'""!’f321,724

Net periodic pens:on cost mcludecl the followmg componenls (1n thousands): .
" " Year Ended December 31,

. 2006 2005 2004,
SEIVICE COSL. - -« v tee e L., 8124501510428 - $ 13,579
 Interest cost . . . .. e e el 25299 21,817 . 20799
‘Expected returnon plan'assets .. ................. iloee. (24759) - (23,701 (16,760)
Recognized actuarial 10SS . v oo et e 13,348 ]0,586' . 8 844 .
Amortization of prior service cost.". . :. . e 170 170 211
kTota] ........................... e © $26508 319300 S 26 673
* Other benefits cost included the folloﬁihg components (in thousands); .
N . Year Ended Deceﬁ]ber :.':l,
_ 2006 2005 2004
SETVICE COSt <. v vveean e P e $1,989  $1.816  §7Z, 764
CInterestcost . ... ...l P I 3901 3521 - 4, 104 :
' ~Recognized actuarial loss ... ... S PR PR ‘?36 o 383_’ .95 l_ o
Ariortization: R . ' : :
. Transition obligation . . ... [ 66” ;662 ; 756
PrOT SEIVICE COSL. . .+ttt e it (204)  (204).  (312).
Total. ... e e $7.084  $6,178 . $8,263

Assumptions used to determine benefit obligations were as féii]oyys: :

December 31,

L 2006 L2005
- Discountrate . .................... e 5.82-592% - 5.56 - 5.68%:
. Rate of compensatlon increase . ... ...l % FPR 4 15% 4.15%

Assumpnons used to determine net periodic benefit costs were as followq
Year Ended December 31

. ‘ . . 2006 . 2005 2004
Discount rate -. . ..-. e O L 5.56-568% 5.75% 6.25% .
" Expected return onplan aSSels. .. ..t 80% .. 85% .i85%
Rate of compensation increase. ... ........... e P 4.15% . 40% 4.0%
58
ki




t A

Rowan Compames, Inc.

NOTES TO CONSOL[DATED FINANC[AL STATEMENTS —z (Contmued)

The assumed increase in per capita health care costs ranged from IO% for 2007 to 5% for 2012 and thereafter.
A one-percentage-point change in assumed health care cost trend rates would change reported amounts as follows
(in thousands)
' l-Perleentag'e-i’oint‘
'~ Change '
Increase’  Decrease

Increase (decrease) in; . . .. N
Service and interest COSt oot L . ... %565 8 (490) .
Postrettrement benefit obligation . ... . ....... i 5338  (4,803)

The pension-.plans had weighted average asset‘ allocations ‘as follows: |

Allocation at

’ oL .‘,December 31,
Rowan common stock ............................................. L 3% 4%
*_ Other equity T ere 11y 111 =S g 68% 68%
Debtsecurities............; ................................... 28% ' 28%
. Cashandother ........... ... .0 it e st 1% . 0%
Tl L e 100% 100%

The pension plans have target allocations for plan investments that attempt to dtvers1fy assets.among equtty

secunttes (70%) and fixed_ income ‘and cash- (30%) and reduce performance volatility. The target allocation to

a equmes is further subdivided among the S&P index (25%); large cap, value (12.5%}, large cap growth (12.5%),

small’ | cap (8%), mternattonal (8%) and the Company § stock (4%), and. provides for ranges above and below the

targets The plans employ several active managers with proven long-term out- performance in" their specific

~ investment discipline and periodically reallocate assets in accordance w1th the allocation. targets The plans will
. attempt to remain fully invested and.limit the amount of cash on hand. = - :

- To develop the expected long-term Trate of return on assets assumpuon Rowan’ consrdered the current level of

s

* associated with the plans’ other asset classés and the expectauons for future returns of each'asset class. The expected

return for each asset class was then weighted based upon the current asset allocatton to develop the expected long-
. term rate of. return on assets assumption for the Plans whtch was mamtalned at 8% at December 31, 2006,
L unchanged from December 31, 2005.

Rowan esttmates that the plans will make the- followmg annual payments for pension and other beneﬁts based
upon existing beneﬁt formulas and including amounts attrtbutable to future employee serv:ce (m l‘ﬂlll]OIlS)

Pension Bcnel‘lts Other Benefits

=Year Ended December 31, _ ‘ .
BO0T . $19.5 $ 4.0

D008 e S 206 42
2009......... U A Co21h a4
2010...... e DR o230 48
713 ) U 24.4 5.1
2012-2016. .. ....... U SR L. 1450 285

Rowan currently expects to contnbute up 1o approxtmately 514, 7 million in 2007 for its penSton and other
benefit plans. .
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Contmued)

* During 2004, Rowan initiated cash bonus and proﬁt sharmg plans covering approxlmalely 400 employees. At
December 31, 2006, the Company had accrued approximately $7.2 million of bonus and profit sharing awards, most
of which it expects to pay to eligible employees in 2007. At December 31, 2005, the Company had accrued
approximately $9.2 million of bonus and profit sharing awards, most of which was paid to eligible employees in
2006. .

. Rowan also sponsors defined contribution plans covering substantially all employees. Rowan contributed to

the plans about $4.6 million in 2006, $3.7 million in 2005, and $4.4 million in 2004.

NOTE 7. INCOME TAXES

The detail of income tax provisions (credits) for continuing operations is presented below (in thousands):
' Year Ended December 31,

) 2006 2005 2004 .
Current; . . L
Federal ........... ... ... ...l $ 69447 $ 6708, $ 64
FOTeig@n ..\ttt L. 11,936 6,535 29
State .......... P 1,008 454 77
" Total current pro‘vision T 82,391 | 13,697 _‘ 170
Deferred ............. e O 93,986 113,936 16,938
Total ... ...... R ... $176377  $127,633  $17,108

Rowan’s provision for income taxes differs from that determined by applying the federal income tax rate
(statutory rate) to income from contmumg operanons beforc income taxes, as follows (in lhousands)

v Year Ended December 31,
_ . ’ 2006 - 2005 ' 2004.
Statutory rate. . . . . PR e P AU 35%. 5% 35%
Tax at statutory rate . .. ................ PO © $172,674  $120915  $15,608
Increase (decrease) due to: :
Nondeductible environmental charge .................... 3,150 - =
Domestic production activities . . ...................... (2,400) T— . —
Research am_:l‘ deyelopmeni taxcredit. .. ... ... ... .. ... (1,318) L= .
Foreign companies’ operations . .. .. F O (534) 1 126 - 401
State tax expense ...\ . ... . i iy e ‘ (89) 2, 324 o342
-+ Valuation allowance . . ... e e PR C— {3 363) S
Repatriation of foreign earnings . . . ... ... D — " 2851 - —¢
Other —net. ... .. R A e 4,894 3,780 757
Total provision. . ................ e e $176,377 $127,633 517,108
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Tcmporéjy differences and carryforwards which gave rise to deferred tax assets and liabilities at December 31,

2006 and 2005, were 'és follows (in thousands):

H

' Decertiber 31, <

ol _ 2006 © .- - 2005
o ' Current  Non-Current ~ Current  Non-Current '

Deferred tax assets: : : § o .
Accrued employee benefit plan costs .. ...... ‘$4892 0§ 59355 § 1478 43734
Rig relocation operations —net . . . . . I 4,628 —, — ) — .

-, Installment sale of'rig . .................. 6,049 — 10,693 —

- Net operating loss carryforward ... ..... oS ="y T — 36995 . —

" ‘Alternative minimum tax .. ... ..... 5. ..., ’ S 8,900 =
Research and development tax credit ., ... ... — — 3,363 —
Other.......... S ... 285 .. B8543 .5 4555 = 4951

Net deferred tax aSSefs. . ... ... ., voovoe. 18421 _ 67,898 - 65984 48685 "

Deferred tax liabilities: PR , o ,

Property, plant and equipment .. ........... C— 410,149 . — 356,080
Other. .. .... e — 4,814 — 1,328

. , — 414,963 — 363408
Deferred tax asset (liability) —net. ... ........ '$18421  $(347,065) $65984  $(314,723)

Management has determined that no valuation allowances are necessary, as of December 31, 2006, as the
future tax benefits anticipated relating to ali ‘deferred income tax assets are expected to be fully realized when
measured against a more likely than not standard., At December 31, 2005, Rowan reevaluated the valuation
allowance that had been established in 2003 relating to its research and development credit carryforward. Based
upon an analysis of expected future taxable income and other factors, the Company determined that it was more
likely than not that'the deferred tax asset associated with its research and development claims would be realized.

’Al_Decemb_éfIil, 2005, Rowan had net operating 'loss canyforwardé of $105.7 million, an Aliernative
Minimum Tax (AMT) credit carryforward of $8.9 million and a research and development tax credit carryforward
of $3.4 million, all of which were utilized in 2006 to reduce federal income taxes-otherwise payable. -

., The: American Jobs. Creation Act of 2004 (the Act) created a temporary incentive for United States
corporations to repatriate accumulated income earned abroad by providing an 85% dividends received deduction
for certain dividends from controlled foreign corporations. During the fourth quarter of 2005, Rowan declared and
paid a qualifying dividend of $54.3 million under the Act resulting in additional tax of approximately $2.9 million.
As of December31, 2006, management has determined that the proceeds arising from the dividend has been °
invested in the United States as required under the Act. ..

.. Undistributed earnings of Rpwal_l’é foreign subsidiaries in the amount of approximately $28 million could
potentially be subjected to additional income taxes of approximately. $9 million: The Company has not provided any
deferred income taxes on such undistributed foreign earnings because it considers such earnings to be permanently
invested abroad. 7 o . ‘ ' S

In June 2006, the Financial Accounting Standards Board (FASB) issued Interpretation (FIN) No. 48,
“Accounting for Uncertainty in Income Taxes”. FIN 48 clarifies the accounting for uncertainty in income 1axes
recognized in an enterprise’s financial statements in accordance with FASB SFAS 109, “Accounting for Income
Taxes”. This Interpretation defines the minimum recognition threshold a tax position is required to meet before
being recognized in the financial statements. FIN 48 is effective for fiscal years beginning after December 15, 2006.
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The Company has combleted its initial evaluation of lne impact of the adoption of FIN 48 and determined that such
adoption did not have a material impact on the Company’s financial position or results from operations. The
Company has recorded an adjustment to reduce retained earnings on January 1, 2007 by approximately $2 million.

Income from continuing Operations before income taxes consisted of $467.2 million, $326.3 million, and
$41.8 million of domestic earnings, and $26.2 million, $19.2 million, and $2.8 million of foreign earnings in 2006,
2005, and 2004, respectively.

We are under routine tax audit examinations in various forei gn, U.S. federal, state and local taxing jurisdictions
in which we have operated. These examinations cover various tax years and are in various stages of finalization. We
believe that any income taxes ultimately assessed by any foreign, U.S. federal, state and local taxing authorities will
not materially exceed amounts for which we have already provided. Income tax payments exceeded refunds by
$97.7 million in 2006 and $9.2 million in 2005, while income tax refunds exceeded payments by $0.3 million in
2004.

NOTE 8 ‘FAIR VALUES OF FINANC[AL INSTRUMENTS

At Décember 31, 2006 the carrying amounts of Rowan s cash and cash eqmvalents rece:vables and payables
apprommated their fair values due to the short maturity of such financial instruments. The carrying amount of the
Company'’s floating-rate debt approximated its fair value at December 31, 2006 as such instruments bear short-term,
market-based interest rates. The fair.value of Rowan’s fixed-rate debt at December 31, 2006 was estimated to be
approximately $309 million; or a $4 million dlSCOLIl'lt to carrying value, based upon quotcd market pnces for snmllar
ISSUCS

NOTE 9.. COMMITMENTS AND CONTINGENT LIABILITIES

Duiring 1984 and 1985, Rowan sold two canulever jack-ups, the Rowan-Hahfax and the Cecil Provme and
leased each rig back under operatmg leases with initial lease periods that expired during 2000. At that time, Rowan
exercised its option to extend each lease for a pcnod of seven and one-half years, with semi- annual lease payments
equal to one-half of the welghted average lease paymems made during the original lease periods.

In Septemnber 2005, the Rowan-Halifax was Iost during Hurricane Rita. The rig was msured for $43.4 mllllon a
value the Company believes satisfied the requirements of the charter agreement, and by a margin sufficient to cover
the $6.3 million carrying value of its equipment installed on the rig, However, the owner of the rig claimed that the
rig should have been insured for its fair market value and sought recovery from Rowan for compensation above the
Jinsured value. Thus, the Company assumed no insurance proceeds related to the Rowan-Halifax and recorded a
charge during 2005 for the full carrying value of its equipment. On November 3, 2005, the Company filed . a
declaratory judgment action styled Rowan Companies, Inc. vs. Textron Financial Corporation and Wilmington
Trust Company as Owner Trustee of the Rowan-Halifax 116-C Jack-Up Rig in the 215th Judicial District Court of
Harris County, Texas. The owner filed a similar declaratory judgment action, claiming a value of approximately
$83 miltion for the rig. The owner’s motion for summary judgment was granted on January 25, 2007 which, winless
overturned on appeal, would make Rowan liable to the owner for the approximately $40 million difference between
the owner’s claim and the insarance coverage, plus costs. The Company continues to believe that its interpretation
of the charter agreement is correct and mtends to vigorously pursue an appeal to overturn the summary judgment
ruling, .

’I'he Company 5 operatmg lcase of the Cec:l Provme continues until June 2008 and provndes negotlable
renewal and purchase opuons )

~In Fehruary 2005, Rowan a551gncd the leases and sold the purchase options it held on four leased anchor-
handlmg boats. The leases covering the Company’s two remaining boats expired during the second quarter of 2005,
‘when 'they: were -returned to the lessor and Rowan exited the marine vessel busmess See Note 12 for further
mformatxon regardmg the Company s discontinued operations.
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“r

The Company has other operating leaszs, covenng ofﬁces and computer equlpment Net rental expense under

'all operanng leases was $19.5 million:in 2006, $29 3 mtllton in.2005, and $53.1 million in 2004.

o At December 31 2006, the future mlmmum payments to be made under noncancelable operatmg leases were
s follows (in thousands)

007 e P $ 8217

" "2008 ... ... EI T e 5,321
2009 .\ ot B 2,345

BON0 s e 1,343
2001 .o L, 74
rfl..ater years. .. .. PR U s e e , " 68

U Total TR $17,368

Rowan penodtcally employs letters of credit or other bank-issued guarantees in the normal course of lts
‘ busmesses and was contingently lable for performance under such agreements to the extent of approx1mate1y
$49 mllllon at December 31, 2006. :

Rowan has ongomg environmental respons1bllmes related primarily to its manufacturing operauons and

.fac111ues Dunng 2006, the Company recorded a $7.8 million charge for the costs incurred to collect and dispose of a

radioactive material that was released while processing scrap at its Longview, Texas steel mill. The measurement of

.. remediation costs is*subject to uncertainties, including the evolving nature of environmental regulations and. the
-extent of any agreements to mitigate remediation costs. . . -

Dunng 2004 Rowan Jearned that the Env1ronmental and Natural Resources D1v151on Envnromnental Cnmes
Sect:on of the U.S. Department of Justice (DOJ) had begun conductmg a cr1m1nal investigation of environmental
matters involving several of the Company s offshore dnllmg rigs. Since that time, the Company has fully

-cooperated with the investigation, mcludmg respondmg to the DOJ’s subpoenas for certain documentauon

regardmg its operations.

The DOJ has a broad range of civil and criminal sanctions under environmental and-other laws whtch it may

b

“pursue such as. injunctive relief, fines (mcludmg multi- -million dollar fines), penalues and modlﬁcanons to busmess

'practtces and compliance programs.

.~ Rowan has been engaged in' dlscussmns with the DOl regardlng a poss1ble resolution of its. mvesnganon
including fines and additional sanctions against the Company As a result-of recent discussions with the DOJ,
Rowan expects to pay fines and env1ronmental fund payments of 59 mllhon and has recognized such amount asa
‘charge to its’ fourth guarter 2006 operauons : -

"

Dunng 2005 the: Company learned that the DOJ was conductmg an 1nvest1gauon of . potentlal antitrust
vtolattons _among hehcopter transportation providers in the Gulf of Mexico. Rowan’s former aviation subsidiary,
which was sold effective December 31, 2004, reeelved a subpoena in_connection with the investigation. The
Company has not been contacted by the DOVJ. but the purchaser claimed that Rowan is responsible for any exposure

.tt may have. The’ Company has disputed that claim. .

.;Rowan’is involved i in various legal proceedings mCIdentaI o its- busmesses and is vigorously defending its

.posmon inall such matters. The Company believes that there are no other known contm gencies, claims or lawsuits

that could have a matenal adverse effect on its financial position, results of operanons or cash ﬂows

NOTE 10. - SEGMENTS OF BUSINESS '

. Rowan has two principal operatmg segments contract dnllmg of oil and gas wells both onshore and offshore
(*Drilling”™) and the manufacture of equipment for the. drilling, mining and’ timber industries (“Manufacturing™).

63

S




Rowan Companies, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Rowan’s reportable-segmients reflect separately managed, strategic business units that provide different products

and services, and for which financial information is separately prepared and monitored. The Company evaluates -

segment, performance based upon operating income. The accounting policies of each segment are,as descnbed in
Rowan's summary of sngmficant accounlmg pohcles within Note' 1.

Drilling services are provided in domestic and foreign areas.: Manufacturlng operations are primarily
conducted in Longview and Houston, Texas and Vlcksburg, Mississippi, though products are shipped throughout
the United States and 1o many foreign locations.

The following tables exclude information pert:iining to Rowan’s boat operations and aviation segment which
were sold in 2005 and 2004, respectively, See Note 12 for more mformauon regarding the Company’s discontinued
operauons

Assets are ascribed to a segment based upon their direct use. Rowan classifies its drilling rigs as domestic or
foreign based upon the rig's operating location. Accordin gly, drilling rigs operating in or offshore the United States
are considered doinestic assets and rigs operatmg in other areas are deemed foreign assets. At December 31, 2006,
34 drilling rigs, mcludmg 11 offshore ngs were: located in domesuc areas and 10 offshore rlgs were Iocated in
foreign areas.

Rowan’s total assets are identified by operatmg scgment and its fixed assets are shown geographlcally as
follows (in thousands):

a

Deceinber 31, 7
2006 2005 2004
Consolidated assets: . . . . , . :
Drilling ... ..o $2,871,640 _ $2,601,708 $2,193,556
Manufacturing . . ............. S 563,758 _ 373475 . 298730
Total ... .c.. .o ..., IR U .. $3435398  $2,975,183  $2,492.286
.Property, plant and equlpmem — net ' . . . . -
Domestic .. ......... S e $1,145642 ~ $1,093,183  $1,223,089
Europe 406,648 422952 . .444215
Middle Bast . . .. ..ottt 359495 — —
Canada ......... ... ... . . . .. 193,880 201, 768 70]
Other foreign ... ........ N 27,561 2831 1,489

Total oot e $2,133226  $1,720734  $1.669.494
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~ ' Information regarding revenues and profitability by operating segment is as follows (in thousands):
Year Ended December 31,

2003 2004

§ 775356 $472,103
203,426 207,573

$1.068,782  $679.676

$ 332926  $.51,721

7,674 - 6,764

e 2006

Revenues:

Drilling services . . ... $1,067.448

Manufacturing sales and services. ... ............... 443,286
Consolidated. . .. ... ..ot $1,510.734
Income from operations: _ :
» Drilling services .. ... ... . $ 447,706
-~ Manufacturing sales and services. .. ................ 37,688
Consolidated. .". . . ... .. T $ 485,694

$ 340,600 3 58.485

Excluded from the preceding table are the effects of transactions between segments, which are recorded at
cost. During 2006, 2005, and 2004, Rowan’s manufacturing division provided approximately $230 million;
$118 million, and $83 million, respectively, of products and services to the drilling clmsmn Cemnn administrative
costs are allocated between ‘segments generaliy based upon revenues.

J_‘.For(elgn source revenues were as follows (in thousands):

v

Year Ended December 3,

2005 2004

$ 88,878 3536472

26,221 18,414

27,763 9,978

2006

‘Drillix_ng services: . :

BUIOPE. . vt e $121,457

Middle East . .. ....... e e 115,182

Canada ............ccuvnnn. e L 58,587

Trinidad . ........ ... ... .. ... e 21,230
Manufacturing sales and services, primarily Australia . ....... ~ 22,373
Total . ... e $338.829

$142,862  $64,864

Dunng 2006 2005 and 2004 no cu‘.tomer accounted for more than 10% of consolldaled revenues.

Rowan belleves that it has no mgmﬁcam concentranons of credit risk. The Company has never experienced any
significant credit losses and its drilling segment customers have heretofore primarily been large energy companies
and govemmenl bodles Rowan’s manufactunng operauons help dwers:fy the Company s operations and attendant
credit nsk Furiher, Rowan retains the ablllty to relocate its major drilling assets over significant distances on a
nmely ba51s in respome to changing market condmons
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REPORT OF INDEPENDENT.REGISTERED PUBLIC ACCOUNTING FIRM

- e - 1 L. R |

To the Board of Dlrectors and Stockho]ders of v
Rowan Compames Inc
Houston Texas .

:r.u-t.'r‘{i'm: Yoy bRty At ' ‘ e - R e

We have audited the accompanymg conso]rdated balance sheets of. Rowan Compames ‘Inc. and sub51d1anes
(the “Company~).as of-December 31, 2006 and 2005, and the related consolidated statements of operations,
comprehensrve income (loss) changes in stockholders’ equity, and cash flows for each of the three years in the
penod ended December 31 2006. These financial statements are the responsibility of the Company’s management.
Our responsrbllrty lS to express an opinion on these financial statements based on our audits.

i _lu«-q i EEE T I H;‘i. o N

{Ve conducted our audsts m  accordance with the standards of the Public Company Accounting Oversight Board
(Umted States) “Those standards require that we plan and perform the audit to obtain reasonable assurance about
whiethet the. ﬁnanc1a1 statements are free -of material‘misstatement. An audtt tncludes examining, on’a test basis,
ewdence supporting the amounts and disclosures in the financial statements. An audit: also includes assessing the
accountmg principles used and significant estimates made by management ‘as well 'as_evaluating the overall

financial statement presentatlon We believe that our audits provide a reasonable basis for our oprmon
AMELTIHL s fAd Y, 50
[n our op1n1on such consolidated financial statements present fatrly, in all material respects. the ﬁnancral

posmon of thé Company as of December 31 2006 and 2005, and thé results of their operatlons and their cash flows
for each!of the: three ‘years in‘the penod ended Decembei 31, 2006 in conformrty with- accountmg pnncrples

generally, acccpted in the United States of. Amenca e Tt Wi e e Mg
. \h‘)h‘: J‘Qir L URERAS '*l"' itAE YR I e ” s ol ”‘II 'r"l‘ﬁﬂﬁ"
“We have also audited; in accordance w1th the standards of the Publrc Company Accountmg Over51ght Board

{United States), the effectiveness of the Company s internal control over financial reportmg as of December 31

2006'based on: ‘the Criteria established'in lmemal ‘Control — Integrated- Framework isstied. by the ‘Commitiee of
Sponsormg Orgamzatlons of-the Treadway Commlssron and our, report dated’ February : 26, 12007 expressedian
unqua]rt‘ ed opmronfon management s assessment of the effectivéness of the’ Company s? mternal control ‘over
fi nancral reportmg -and an unquallﬁed oplnlon oit the effecttveness of the Company s mterna] ‘control over ﬁnanmal
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P N A N A Rowan Compames, Inc. -~ .~ A -

MAN{\GEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL 'REPORTING
: PURSUANT TO SECTION 404 OF THE SARBANES OXLEY ACT OF 2002 '

The management ‘of Rowan is responsnble for. establlshlng and maintaining adequate 1nternal control over
financial réporting for the Company as.defined in Rules 13a-15(f) and 15d-15(f) of the Secumles Exchange Act of
1934, as amended. Our 1ntemal controls were demgned to provide reasonable assurance as to the reliability of our
financial repomng and the. preparanon and presentauon of’ consolidated ﬁnancml statements in accordance with
accountmg pnncnples generally accepted in the Unlted States as well as 1o safeguard assets from unauthonzed use
" or dtsposmon :

Under Sectton 404 of the Sarbanes-Oxley Act of 2002, we are requtred o assess the effecnveness of our
internal controls. relauve to a sultable framework. The Committee of Sponsoring Orgamzatlons ‘of the Treadway
Comrmssmn (COSO) developed ‘a. fonnahzed organization-wide framework .that embodies five interrelated

.components—lhe control en\'lronmcnt nsk assessment control actlvmes information and communication
and, monitoring, as they’, [relate to “three mternal control objecttves—operaung effecttveness and efﬁc:tency,

ﬁnanmal reportmg rellablhty and compllance with Iaws and regulauons

Our assessment mcluded an evaluation of the desngn of our internal control over financial reporting relative to
COSO and testmg ‘of the operational effectiveness of our internal control over financial reporting. Based upon our
assessment we have concluded that our mtemal controls over financnal reporting were effective as of December 31,
2006. .

v ° .
- ™ Lt

. The regtstered public accounting firm Deloitte & Touche LLP has audited Rowan’s consolidated financial
statements‘included in ‘our 2006'Annual Report on Form 10K and has issued an attestation- report on management s
assessment of the Cornpany 8 lntemal control over financial reporting. -t

- st DFMCNEASE I : . J/s/ W.H WELLS

D. F: McNease - . “wlic oo e W.H, wells +."
Chairman’ &f the Board, Pre51dent and Chlef . Vice President, Fmance and Chtef Financial
Executtve Officer "' »utn - .o Officer : :
February 26, 2007 B .o . .. February 26,2007 . - S
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Dlrectors and Stockholders of L
Rowan Companies, Inc. o '
Houston, Texas S ‘ o e

We have audlted management's assessment, mcluded m the dccompanymg Management ] Report on lntemal
Control over Financial -Reporting Pursuant to ‘Section 404 of the Sarbanes-Oxley Act of 2002, that Rowan
Companies, Inc. and subsidiaries (the “Company”} maintained effectlve intérnal control over ﬁnanc1al reporting as
of December 31, 2006, based on criteria established in Internal Control — Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission. The Company’s management is responsible
tor maintaining effective internal control over financial reporting and for its assessment of the effectiveness of
internal control over fi nancial. reportmg Our responsibility is to express an oplmon On management’s assessment
and an opinion on the effectiveness of.the Company’s internal control over ﬁnancml reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
{United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
effective internal control over financial reporting was maintained in all material respects Our audit included obtaining an
understanding of intemnal control over financial reporting, evaluating management’s assessment, testing and evaluating
the design and operating effectiveness of internal control, and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a reasonable basis for our opm:ons

A company’s internal control over. ﬁ_nancml reporting is a process desngned by, or under the supervision of, the
company’s principal executive and principal financial officers, or personsperforming similar functions, and
effected by the company’s board of directors, management, and other personnel to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1)-pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable .
assurance that transactions are recorded as necessary to permit preparanon of fi nancial statements in accordance
with generally accepted accounting principles, and that receipts and expendltures of the company are being made
'only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prévention or timely detection of inauthorized acquisition, use, or dlsposmon of the company s
assets that could have a material effect on the financial statements. -

-. Because of the inherent limitations of internal control over financial reporting, mcludmg the p0551b1hty of
collusion or improper management override of controls, material misstatements due to error or fraud may not be
prevented or detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internal
_ control over financial reporting to future periods are subject to the risk that the controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may detertorate.

In our oplmon managemenl s assessment that the Company maintained “effective internal control over
financial reporting as of December 31, 2006, is fairly stated, in all material respects, based on the criteria established
in Internal Control -~ Integrared Framework issued, by the Committee of Sponsonng Orgamzatlons of the
Treadway Commission. Also in our 0pm10n the Company maintained, in all material respects, effective internal
control over financial reporting as of December 31, 2006, based on the criteria established in Internal Control —
Integrated Framework issued by the Committee of Sponsonng Organizations of the Treadway Commlssmn

We have also audited, in accordance with the standards of the Public Company Accountmg Oversight Board
(United States), the consolidated financial statements as of and for the year ended December 31, 2006 of the
Company, and our feport dated February 26, 2007 expressed an unquahf‘ ed oplmon on those financial statements.

/s! DELOITTE & TOUCHE LLP"

Houston, Texas
February 26, 2007
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S'ELEC’I;ED QUARTERLY FINANCIAL DATA (UNAUDITED) -+ ' v ae
- . . 1 P 1 4 ‘

!The following unaudlted 1nformauon for the quarters ended March 31 June 30, September 30 and Decem-

ber 3] 2005 and 2006 mcludes in the Compdny s opinion, all. adjustments (Wthh comprise only normal recumng

accruals) necessary for a falr presentauon of such amounts (in thouqands except per share amounls)

¥ : © S Fiest® - Second “Third -~ *  Fourth ' |
. . Quarter Quarter Quarter Quarter |
_ 2005 ' Lo
Revenues. o S oo ta.. $222302 $244560  $284.398  -$317432
" Income from operations ., ... ... .. .... Lol loiel. 43769 67,091 119916 % 109,824
Income from Conlmumg operations . ... ........ ..., 30,539 o 43,186 © T 74,625 69,487
" Incoime (loss) from discontinued operations . ... . . e | 12,883 - (920) R — s
C Netincome .................... U Lol 434220 42266 74635 69,487 :
Per is'hare amounts; - . l . ' :
+ Income from continuing operations — Basic . ... . . . U 28 -, 40 .68 . . .63
. Income from continuing-operations — Dituted . ¢, ..~ ... .. .28. 39 - 67 . .63
R Income (16ss) from discontinued operations — Basic. . . . . SN A on T — EIELIE g
" “Income (loss) from discontinued operations — Diluted . . . 12 (0N - — ’
. Net income — BasiC ot 40 39 .68 ' 63.
_ Net income —Diluted . .......................... 40 .39 .67 63
© 2006: :
REVENUES. . . oottt e e $299,787  $382.886  $417.114  $410,947
Income from operations . . .............. ..., 29,529 165,958 131,402 98,805
Income from continuing operations ... .............. . 59105 109,691 . 85,771 62,410
Income from discontinued operations . . . . . .. . PR — = 1,269 -
Net income : . . . . . . e 59105 109,691 87,040 62410
Per share amoums: ‘ ' e
Incomie from conljnuing operations — Basic .. ...... ... Lo 54 - 99 .78 57
_ Income from continuing operations -— Diluted . ........ " S3 98 .77 .56
Income from di;;cof]tinﬁed operations — Basic . .. ... ... D= — .01 —
Income from discontinued operduons — Diluted . . . ... .. v— C—_ 01 —
Net income -—Basic . ....:.............. o - 54 99 79 57

.Net income — Diluted . .. ... .. e e -+ ..53 98 78 N .56

:" The sum of the per share amounts for the quarters may not equal the per share amounts for the full year since

the quarterly and full year per share computations are made indépendently. .

The amounts shown in the table above for Income (Ioss) from discontinued opérations reflect the aggregate
after-tax results of our aviation and boat operations for each périod, in total and on a per share basis, and include a
$l3 1 million or $. 12 per share after-tax gain rccogmzed on the sale of our boat purchase options during the first

quarter of 2005. See Note 12 of the Notes to Consolldated Financial- Statements on page 66 of this Form 10-K. for )

further mformzmon regardmg the Company’s dlsconunued operatlons

e

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS OoN ACCOUNTING AND .
FINANCIAL DISCLOSURE

None
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_ ITEM 9A. CONTROLS AND PROCEDURES P R

The Company’s management has evalualed w1th the panl(:lpauon of the Company s Ch1ef Executive Officer
and Chief Financial Officer, the effectlveness of the Company s disclosure controls and procedures as of the end of
the period covered by this. report, pursuanl 10 Exchange Act Rule 13a-15. ‘Based upon that evaluation, the
Company’s Chief Executive Officer,.along with the-Company’s Chief Financial Officer, concluded that the
Company’s disclgsure controls and procedures were effective as of December 31, 2006.

‘Our ‘'management is responsible for establishing and maintaining internal conirol over- financial reportiné
(ICFR). Our internal control system was designed to provide reasonable assurance to the Company’s management
and Board of Directors regarding- the preparation and fair presentation of published financial statements. All
internal control systems, no matter how well desngned ‘have inherent limitations, and therefore can only provide
reasonable assurance-with respect to f' nancial statement preparation and presentation.

Our management’s assessment is that the Company did maintain effective ICFR as of December 31, 2006
within the context of the framework establlshed by the Committee of Sponsoring Organizations of the Treadway
Cornmlssmn (COSO) s s

Management’s report on the Company s internal control over financial reporting pursuant to Section 404 of the
Sarbanes-Oxley Act of 2002, and the attestation report of the independent registered public accounting firm, are set
forth on pages 69 and 70, respectlvely. of this Form 10-K. . , .

ITEM 9B. OTHER INFORMATION
* Not applicable i - : .

PART HI

ITEM 10. DIRECT ORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE;‘

Information concerning our directors will appear in our Proxy Statement for the 2007 Annual Meeting of
Stockholders, to be filed pursnant to Regulation 14A on or before April 30, 2007 under the captlon “Electlon of
Directors.” Such information is incorporated herein by reference.

Information concerning our executive officers appears in PART I, ITEM 4A, EXECUTIVE OFFICERS OF
THE REGISTRANT, beginning on.page 21 of this Form 10-K.

, Information concerning our Aidit Committee will appear in our Proxy Statement for the 2007 Annual Meeting
of Stockholders, to be filed pursuant to Regulation 14A on or before April 30, 2007, under the caption “Committees
-of the Board of Directors.” Such information is incorporated herein by reference.

" Information concerning c0mphance w1¢h_ Section 16(a) of the Securities Exchange Act will appear in our
Proxy Statement for the 2007 Annual Meeting of Stockholders, to be filed pursuant to Regulation 14A on or before
April 30, 2007,.under the caption “A ' i
Compliance.” Such information is incorporated herein by reference.

ITEM 11. EXECUTIVE COMPENSATION.

Information concemmg direétor and executivé compensanon will appear in our Proxy Statement for the 2007
Annual Meeting of Stockholders, to be ﬁled pursuant to Regulation 14A on or before April 30, 2007, under the
' captlons “Director Compensation ‘and Attendance,” “Compensatlon Discussion & Analysis,” “Compensauon
Committee Report,” and “Executwe Compensauon Such mformann is mcorporated herein by reference.

ITEM 12, SECURI TY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
" AND RELATED STOCKHOLDER MATTERS

Information concerning the security ownership of management will appear in our Proxy Statement for the
2007 Annual Meetmg of Stockholders, 10 be filed pursuant to Regulanon 14A on or before April 30, 2007, under the
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.

" page of this Form 10-K.

caption “Security Ownershlp of Certain Beneficial Owners and Management " Such information is incorporated
herein by reference. - ‘ '

H i . . Lo L M . .

*

The business address of all directors is the pnnc:pal executwe ofﬁces of the Company as set fonh on the cover

The following table prov1des mformauon about our common stock that may be issued upon the exercise of
options ‘and rights or the conversron of dcbentures under all of our exnstmg equuy compensanon plans as,of .

" December 31, 2006. _' .

ERFIETE Nurdber ol',Seetiriiies < Werghted Average Number of

e . * to be Issued Upon Exercise - Exercise Price of - Securities
T : of Qutstanding Options, Outstandlng Options, Available for
Plan Category 7 ) Warrants and Rights _Warrants and Rights Future Issuance
- Equity compensatlon plans approved ’ h e e ';...‘ .
- by secunty holders. R e .. 4 132 476(3) $23.37(a) 2,556,640(b)
‘£ Yy U . + : ER R I AT S - o T ot
- Equity compensatlon plans not . K b '
- approved by secunty holders A — — .
Total® . . cooooo PR 4;132.476 S 3'23.37 : 2556640

4, - . : Ly

(a) “Includes the followmg equnty compensauon ‘plans: the Restated 1988 Nonquahﬁed Stock Optlon Plan, as
"amended, had options for 2,728,556 shares of common stock outstandmg at December ‘31, 2006 with a
welghled average exercise price of $21.10 per share; the 1998 Nonemployee Directors Stock Option Plan had
opuons for 86,000 shares of common stock outstandmg at December 31, 2006 wrth a weighted average exercise
price of $22. 80 per share; the 1998 Convemble Debenture Incentive Plan as amended, had $28 2 million of
employee debentures outstandmg at December 31 2006 convertible mto 1, ]05 718 shares of common stock at

* a weighted average conversion pnce of $27 63 per share and the 2005 Long-Term Incentwe Plan (LT[P) had
opuons for 212,202 shares of comman stock outstandmg at December 31 2006 w1th a welghted average
exercise price of $30 62 per share

C e .' I

'(b) Amount reﬂects shares of . common stock avallab]e for lssuance undér- the LT[P Amount n reﬂects the

1ssuance “of- 43 200 restncted stock units to our non- employee dlrectors and (2) assumes the issuance of
. 215 291 shares in connection with outstandlng performance awards, under which from 0 to 430,582 shares
collectlvely may be issued in May 2008 and April 2009 dependmg upon the Company s total shareholder return

- and return on mvestment (as deﬁned) over the three- year periods then ended ) R e

L .l

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS i

> Iiformation concemmg d1rector and executive compensatlon will appear in our Proxy Statement for the 2007

Annual Meeting of Stockholders, to be filed pursuant to Regulauon 14A on or before April 30, 2007, under the

captlon “Addmonal Informatlon =~ Certain Transactions.” Such information is incorporated herein by reference.

_ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES ;

Information concerning principal account fees and services will appear in our Proxy Statement’ for the 2007

- Annual Meetlng of Stockho]ders to be filéd pursuant to Regulation '14A on or before April 30, 2007, in the last
" paragraph- under the caption “Aud:t Committee Report.”” Such information is mcorporated herein by reference.

Ay . . ST

o o PART IV -

ITEM 15; EXHIBITS AND FINANCIAL STATEMENT SCHEDULES.
(a)l Financial Sratemems ) l

See Part 11, Item 8. Fmancnal Statements and Supp]ementary Data begmnmg on page 39 of this Form 10-K
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. 2. Financial Statement Schedules

Fmancra] Statement Schedules [, H,TII, [V,-and V are not included in this Form 10-K because such schedules
are not requrred or the requrred mformauon is not s1gmf icant. ' .

3 Exhrbrts

Unless otherwise mdlcaled below as bemg incorporated by reference to another filing of the Company with the
Securities and Exchange Commission, each of the fo]lowmg exhibits is filed herewith:

! 3a

:""?:.

4a

4b :
: ,_"Exhrblt 45 to Regrstratlon Statement No. 333-84369 on Form S-8 (File No. 1-5491).

4c

4d

‘4
4m

_4n

Restated Certificate of Incorpordt:on dated February 17, 1984 mcorpomted by reference to Exhibit 4.1 to
Registration Statement No. 333- 84369 on Form $-8 (Filé No. 1-5491) and Exhibits 4d 4b 4c 4d, 4e, 4f, 4g,
4h and 4i below.

Bylaws amended as of April 23, 2004, mcorporaled by reference to Exhrbﬂ 3b to Form lO K for ﬁscal year
ended December 31, 2005 (File No. 1-5491).

'Cemﬁcate of Change of Address of Reg1stered Office and of Regrstered Agem daled July 25 1984,

incorporated by reference to Exhrbrt 4.4 to Registration Statement No. 333 84369 on Form S-8 (File No. l-

'5491).

Certificate of Amendment ofCemf'cate of Incorporation dated Apr1] 24, I987 incorporated by reference to

Certificate of Desrgnauon of the Series A Junior Preferred Stock dated March 2, 1992 mcorporated by .
reference to Exhibit 4.2 to° Reglslrauon Statement on Forrh 8- A/A filed on February 12, 2002 (File No. 1-

5491).

Centificate of Desrgnatlon of (dnd Cemﬁcate of Correcuon re]aled thereto) the Series, A Preferred ‘Stock
dated August 5, 1998 and January 28, 1999, respectively, mcorporated by reference to Exhibit 4. 8 o

) Reglstratron Statement No. 333- 84369 on Form $-8 (File No. 1 -5491). °

Ceruﬁcate of Designation of the Serles B Preferred Stock dated June 24, 1999 mcorporated by reference to’
Exhibit 4d to Form 10-K for the ﬁscal year ended December 31, 1999 (File No. 1-5491).°

Certificate of Designation of the Senes C Preferred Stock dated July 28, 2000, mcorporated by reference to
Exhibit.4.10 to Registration Statement No. 333-44874 on Form S-8 (File No. 1-5491).

: Certificate of Designation of the Series D Preferred Stock dated May 22, 2001, lncorporaled by reference to
"Exhibit4.11 to Regrstrahon Smement No. 333 82804 on Form S 3 l“ led on February 14, 2002 (Flle No. I-

5491).
Certificate of Designation of the Senes E Preferred Stock dated October 30, 2001, mcorporated by reference

- to Exhibit 4.12 to Registration Statement No 333-82804 on Form $-3 filed on February 14,2002 (File No. 1-

5491).

-~ Amended and'Restated Rights Agreement, dated as of January 24, 2002, between Rowan and

Computershare Trust Co. Inc. as Rights Agent, incorporated by reference to Exhibit 4.2 1o Registration o

- Statement on Form 8-A/A filed on March 21, 2003 (File No. 1-5491).

Specimen Common Stock certificate, incorporated by reference 'to Exhlblt 4k to Form 10-K for the ﬁscal

+year ended' December 31, 2001 (File No. 1-5491).

Form of Prom1ssory Note dated April 24, 1998 between purchasers of Series A Floating Rate Subordinated

- Convertible Debentures due 2008 and Rowan, incorporated by reference to Exhibit 4] to Form 10-K for the
- fiscal year ended December 31, 1998 (File No. 1-5491).

" Form of Promissory Note dated April 22, 1999 between purchasers of Series B Floatmg Rate Subordmated
* Convertible Debentures due 2009 and Rowan, incorporated by reference to Exhibit 4] to Form 10-K for the'
= . fiscal year ended December 31, 1999 (File No 1-5491).

Form of Promissory Note date April-27, 2000 between purchasers of Series C Floating Rate Subordinated
Convertible Debentures due 2010 and Rowan, incorporated by reference to Exhibit 4n to Form 10-K for the
fiscal year ended December 31, 2000 (File No. 1-5491). -

Form of Promissory Noté date April 26, 2001 between the purchaser of Series D Floating Rate Subordinated
Convertible Debentures due 2011 and Rowan, incorporated by reference to Exhibit 4p to Form 10-K for the

. fiscal year ended December 31, 2001 (File No. 1-5491).
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10a
10b
10¢

10d

10e

10f .

+10g

10h.

.December 31, 2004 ‘(File No. 1 54‘)1)

Form of Promissory Note date September 20, 2001 between the purchaser of Series E Floating Rate
Subordinated Convertible :Debentures due-2011 and Rowan, .incorporated by reference 1o Exhibit 4q to
Form 10-K for the fiscal year ended December’ 31, 2001 (File No. 1-5491).

Restated 1988 Nonqualified Stock Option Plan, incorporated by reference (o Appendix C to the Notice of
Annual Meeting and Proxy Statement dated March 20, 2002 (File No. 1-5491) and Form of Stock Option

- Agreement related thereto, incorporated by reference to Exhibit lOc to Fonn 10-K for the fiscal year ended

December 31; 2004 (File No. 1-5491).

1998 Nonemployee Director Stock Option Plan} 1ncorporated by reference to Exhablt 10b of Form 10-Q for
the fiscal quarter. ended March 31, 1998,(File No. 1 -5491)and Form of Stock Option Agreement related
thereto, mcorporaled by reference to Exhibit 10c to Form 10-K for the fiscal year énded December 31, 2004
(File No. .| 5491) e -

1998 Convemble Debenture Incentive Plan, mcorporated by reference to Appendlx B to the Notlce of
Annual Meeung ‘and’ Proxy Statement dated March 20, 2002.(File No. 1-5491) and Form of Debenture
related thereto, incorporated by reference 1o Exhibit lOc to Fonn 10- K for the fiscal year ended

Pension Restoration Plan mcorporated by reference to Exhlblt 10h to Form 10-K for the fiscal year ended

* December 31, 1992 (Flle No. | 54‘)1)'

Pension Restorauon Plan of LeTourneau Inc, a whol]y owned subsidiary of the Company, 1ncorporated by
reference to Exhibit.10j to Form 10-K for the fiscal year ended December 31, 1994 (File No 1-5491).

Pammpanon Agreement dated December |, 1984 between Rowan and Textron F1nanc1al Corporauon et al,
and Bareboat Charter dated December 1, 1984 between Rowan and Textron Financial Corporation et al.,

) ~1nc0rporated by l‘eference 1o Exhlblt 10c to Form lO—K for the fiscal .year ended December 31, 1985 (Flle

No. 1-5491)..

Pamclpauon Agreement dated December. 1, 1985 between Rowan anid Eaton Leasing Corporallon et.al. and
Bareboat: Charter dated December 1, 1985 between Rowan and Eaton Leasing Corporation et. al.,
incorporated by reference 1o Exhibit IOd to Form 10-K for the fiscal year ended December 31, 1985
(File No. 1-5491). :

Eléction and acceptance letters with respect to the exercise of the Fixed Rate Renewal Option set forth in the

. Bareboat Charter dated December 1, 1984 between Rowan and -Textron " Financial Corporation et al,

incorporated by reference 1o Exhibit 10] to Form 10-X for the fiscal year ended December 31, 1999 (File

10

105 .

10k

101,

10m

10n

No. 1-5491). . .

Election and acceptance letters with respect to the exercise of the Fixed Rate Renewal Opuon set forth in the
Bareboat Charter dated December 1, 1985 between Rowan and Eaton Leasing Corporation et. al,
incorporated by. reference to Exhibit 10k to Form 10-K for the fiscal year ended Decembcr 31 1999
(File No. 1- 5491) ’

Commitment to Guarantee Obllgallons dated December 17, 1996 and First Preferred Ship Mortgage
between Rowan and the Maritime Administration of the U.S. Department of Transportation (relating to
Gorilla V), mcorporated by reference to Exh1b1l 10t to Form 10-K for fiscal year ended December 31, 1996
(File No. 1-5491). -

Amendment No. | dated June 30, 1997 to Commttmem to Guarantee Obllgat:ons belween Rowan and the
Maritime Administration of the U.S. Department of Transportation (relating to Goritla V), mcorporated by
reference to Exhibit 10p to 10-K for the fiscal year ended December 31, 1997 (File No. 1-5491).

Amendment No. 2 dated July 1, 1998 to Commllmem to Guarantee Obhgauons between Rowan and the
Maritime Administration of the U.S. Depar[mem of Transportdtion (relating to Gorilla V), incorporated by
reference to Exh1bu lOo to Form 10-K for the fiscal year ended December 31, 1998 {File No. 1-5491).

Credit Agreemem and Trust Indenture both daled December 17, 1996 between Rowan and Citibank, N.A.
(relating to Gorilla V), incorporated by reference to Exhibit 10u to Form 10-K for the fiscal year ended
December 31, 1996 (File No. 1-5491).. . ‘.

- Amendment No. | to the Credit Agreement and Supp]ement No. ] to Trust lndenture both dated July 1, l997

between Rowan and Citibank, N.A. (relating to Gorifla V), incorporated by. reference to Exhibit 10r to
Form 10-K for the fiscal year ended December 31, 1997 (File No. 1-5491).
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10u

10v

Supplement No. 2 dated July 1, 1998 to Trust Indenture between Rowan and Citibank, N.A. (relating to
Gorilla V), incorporated by reference to Exhibit ]0r to Form 10-K for the fiscal year ended December 31,
1998 (File No. 1-5491). S

Commitment to Guarantee Obligations dated September 29, 1998 and First Preferred Ship Mortgage
between: Rowan and the Maritime Administration of the U.S. Department of  Transportation (relating to
Gorilla VI, incorporated by reference to Exhibit 10a to Form 10 Q for fiscal quarter ended September 30,
1998 (File No. 1-5491).

Credit Agreement and Trust Indenture both dated September 29, 1998 between Rowan and Citibank, N.A.
{relating to Gorilla VI), incorporated by reference to Exhlbrt 10b to Form 10 Q for the fiscal quarter ended
September 30, 1998 (File No. 1-5491).

Amendment No. | dated March 15, 200) to Commitment to Guarantee Obligations between Rowan and the
Maritime Administration of the U.S. Department of Tran$portation (relating to Gorilla VI), incorporated by
reference to Exhibit 10v to Form 10-K for the fiscal year ended December 31, 2000 (File No. 1-5491).

Supplement No. | dated March 15, 2001 to Trust Indenture between Rowan and Citibank, N.A. (relating to

_Gorilla VI), incorporated by reference to Exhibit 10v to Form 10 K for the fiscal year ended December 31,
. 2000 (File No. 1-5491).

Commitment to Guarantee Obligations dated October 29, 1999 and First_Preferred Ship Mortgage between
Rowan and the Maritime Administration of the U.S. Department of Transportation (relating to Gorilla VI),

‘incorporated by reference to Exhibit 10v to Form 10-K for the fiscal year ended December 31 1999 (Flle
- No.-1-5491).

Credit Agreement and Trust Indenture both dated October 29, 1999 between Rowan and Citibank, N.A.

- (relating to Gorilla Vi), incorporated by reference to Exhibit 10w to Form 10-K for the fiscal year ended

December 31, 1999 (File No. 1-5491).

Amendment No. 1 dated June 30, 2003 to the Commitment to Guarantee Obligations between Rowan and
the Maritime Administration of the U.S. Departmedt of Transportation (relating to Gorilla viDn,

. "mcorporated by reference to Exhibit 10x to Form 10-K’for the fiscal year ended December 31, 2003

lOw'

10x

10y

10z

10aa

10bb

10cc

(File No. 1-5491).

Supplement No. 1 dated June 30, 2003 to Trust Indenture between Rowan and Cltlbank N.A. (relating to
Gorilla VII), incorporated by reference to Exhibit 10y to Form 10-K for the fiscal year ended December 31,
2003 (File No. 1-5491).

Commitment to Guarantee Obligations dated May 23, 2001 and First Preferred Ship Mortgage between

- Rowan and the Maritime -Administration of the U.S. Department of Transportation (relating to the Bob

Palmer, formerly Gorilla VIII), incorporated by reference to Exhibit 10y to Form 10-K for the fiscal year
ended December 31, 2001 (File No. 1-5491).

Credit Agreement and Trust Indenture both dated May 23, 2001 between Rowan and Crtrbank N.A.
(relating to the Bob Palmer, formerly Gorifla VII), incorporated by reference to Exhibit 10z to Form 10-K
for the fiscal year ended December 31, 2001 (File No. 1-5491).

Commitment to Guarantee Obligations dated May 28, 2003 and First Preferred Ship Mortgage between
Rowan and the Maritime Administration of the U.S. Department of Transportation (relating to the Scooter
Yeargain), incorporated by reference to Exhibit 10bb to Form 10-K for the ﬁscal year ended December 31,

2003 (File No. 1-5491).

Credit Agreement and Trust Indenture both dated May 28, 2003 between Rowan and Citibank, N.A.

(relating to the Scooter Yeargain), incorporated by reference to Exhibit 10¢cc to Form 10-K for the fiscal year
ended December 31, 2003 (File No. 1-5491). -

Amendment No. 1 dated June 15, 2005 to the Commitment to Guarantee Obligations between Rowan and
the Maritime Administration of the U.S. Department of Transportation (relating to the Scooter Yeargain),

- incorporated by reference to Exhibit 10a to Form IO-Q for the quarterly period ended June 30, 2005 (File

No. 1-5491).

Supplement No. 1 dated June 15 2005 to Trust Indenture between Rowan and Citibank, N.A. (relatmg to the
Scooter Yeargain), incorporated by reference to Exhibit 10b to Form 10-Q for the quarterly period ended
June 30, 2005 (Frle No. 1-5491).
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Commltment o Guaramee Obllgatlons dated May 28, 2003 and Flrst Preferred Ship Mortgage between ’

. _Rowan -and the Maritime Admmntratlon of the U.S, Department of. Transportation (relating to the’ "Bob
" Keller, formerly Tarzan II), incorporated by reference to Exhibit 10dd to Form 10-K for the fiscal year ended- ‘

‘December 31,2003 (File No. 1:5491). .- R T Cox

Credit Agreement -and Trust Indenture both dated May 28, 2003 between Rowan and Citibank, N.Af
(relating to-the Bob Keller, formerly Tarzan II), incorporated by reference to Exhibit ]0ee to Form 10-K for
“the fiscal. year ended December 31, 2003 (File No. 1-5491}. ..

Amendment No. | dated March 28, 2005 to Credit Agreement between Rowan and Cmbank N A. (relanng

1

' to the. Bob -Keller, formerly Tarzan I, mcorporated by reference - to Exhlbn 10a to: Form 10 Q for the
B quarterly period ended March 31, 2005 (File No. I -5491). - cea v e '

Anieiidment No. 2 dated May 4,-2005 to:Credit Agreement between Rowan and Cmbank N A. (relatmg to

. the Bob Keller, formerly Tarzan II), mcorporated by reference to Exhlbn 10b to Form 10-Q for. the quarter]y

>petiod ended March.31, 2005 (File No. 1-5491). :
Rowan Compames Inc 2006 Short-Term' Incenuve Plans mcorporated by reference to Exhnblt lO 1 to

' -Form'8-K filed May 4, 2006 (File No. I 15491). S

10ii

- 24

'Memorandum Agreement dated- January 26, 2006 between ‘Rowan and C. R. Palmer 1ncomorated byA
reférence to Exhibit 10jj to Form-10-K for fiscal year ended December 31, 2005 (File No ] 5491)

j . ‘Rowan Companles Inc. 2005 Lo 2-Term Incentive -Plin, mcorporated by reference to- Exhibit ‘10,1 to
', Form 8-K filed May 10, 2005 (File No 1-5491) and Form of Non-Employee Director 2005 Restricted Stock

Unit Grant, Form of Non-Employee Director 2006 Restricted Stock Unit Grant, Form of 2005 Restricted

# Stock Grant Agreement Form of 2005 Nonquahﬁed Stock Option Agreemenl of 2005 Performance Share

Award Agreement related thereto, each incorporated by’ reference to Exhibits 10¢, 10d,- 10e; 10f and 10g,
respecnvely, to Form IO-Q for the quarterly penod ended June 30, 2005 (F:le No: 1-5491)

14 Code of Busmess Conduct for, Senior F1nanc1al Ofﬁcers of the Company, lncorporated by reference 10

S "Exhlbll 14 to Form 10- K for’ the ﬁ<ca1 year ended December 31, 2003 (File No. l 5491) o,

2f:‘ . ‘Subsrdlanes of the Reglstrant as of - February 26, 2007. ’ R

23 Consent of lndependent Registered Public’ Accounting Firm. - ” AL .- ,
Powers of Attomey pursuant 1o w]'nch names were affixed to thls Form IO-K for the ﬁsca] year ended
December 31, 2006:°" .« .- . ‘

3la  Rule 13a- I4(a)/lSd 14(a) Certification (Secnon 302 of the Sarbanes-Oxley Act of 2002) R

-31b ., Rule 13a- 14(a)/15d 14(a) Certification (Section.302 of the Sarbanes- OxIey Act 0of,2002). -, '

32 . Section’1350 Certifications (furnished under Section 906 of the Sarbanes- -Oxley Act of 2002)

99 Annual CEO Cemﬁcauon to the New York Stock Exchange. ‘

* Only portions spec:ﬁcally incorporated herein are deemed to be filed: - - »ov

1 P . ' . - bF A
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EXECUTIVE COMPENSATION PLANS AND ARRANGEMENTS ‘
"C'ompensatory plans in which Rowan’s directors and executive officers participate ‘are listed as follows:

* « Restated 1988 Nonqualified Stock Option Plan mcorporated by reference to Appendtx C to the Notice of
' Annual Meeung and Proxy Statement dated March 20, 2002 (File No 1-5491).

+ 1998 Nonemployee Director Stock 0pt|on Plan, incorporated by reference to Exhlblt 10b of Form 10-Q for
the fiscal quarter ended March 31, 1998 (File No. 1-5491). .

= 1998 Convertible Debenture lncenttve Plan, mcorporated by’ reference to. Appendlx B to the Notice of
' Annual Meetmg and Proxy Statemem dated March 20, 2002 (File No. 1- 5491) :

" - = Pension Restoration Plan, mcorporated by reference to Exhibit lOl to Form lO-l( for the: ﬁscal year ended
‘Deeember 31, 1992 (File | 5491)

. Pensron Restoration Plan of LeToumeau Inc., a wholly owned subsrdtary of the Company, 1ncorporated by
* . reference to Exhibit 10j to Form 10-K for the fiscal year ended December 31,1994 (Ftle No. 1 5491)

+ Rowan Companies, Inc. 2006 Profit Sharmg Plan.
. Rowan Compantes Inc. 2006 Bonus Pian.
VR Rowan Compames Inc. 2005 Long-Term lncentwe Plan i . T Y
‘Rowan agrees to furnish to the Commtssron upon request a copy of all’ 1nstruments deﬁmng the nghts of
holders of long ~term debt of the Company and its subsidiaries. ' ‘ .

- For the purposes of complying with the amendments to the rules govemtng Form' S 8 (effective July 13,

'1990) vinder the Secisfities Act of 1933, the undersigned reglstrant hereby undenakes as follows which undertaking
‘shall be incorporated by reference into Registrant’s Reglstratlon Statements on Form §-8 Nos. 2- 58700, as amended
© by Post-Effective Amendment No. 4 (filed June 11, 1980), 33- 33755; as amended by Amendment No. 1 (filed
" March 29, '1990), 33- 61444 (filed April 23, 1993), 33-51103 (filed November 18, 1993)," 33-51105 (filed

November 18, 1993),33-51109 (filed November 18, 1993), 33325041 (filed April 11, 1997), 333-25125 (filed

. April 14, 1997), 333-84369 (ﬁled August 3, 1999) 333- 84405 (filed August 3, 1999) and 333 101914 {fited
December 17, 2002):, ' . . :

_ Insofar as indemnification-for liabilities arising under the Securities Act of 1933 may be perrmtted to
" directors, officers and controlling persons of the Registrant pursuant to the foregoing provisions, or otherwise,
the Registrant has been advised that in the opinion of the Securities and Exchange Commission such
. indemnification is against public policy as expressed in the Securities Act of 1933 and is, therefore,
unenforceable. In the event that a claim for indemnification against such liabilities (other than the payment
_ by the Registrant of expenses incuired or paid by a director, officer or controlling person of the Registrant in
the successful defense of any action, suit or proceeding) is asserted by such director, officer or controlling
person in connection with the securities being registered, the Registrant will, unless in the opinion of its
counsel the matter has been settled by controlling precedent, submit to a court of appropriate _]lll‘lSdlCllOIl the
question ‘whether such indemnification by’ it is against public policy as expressed in Lhe act' and will.be
governed by the final adjudication of such issue. . oo
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SIGNATURES

-

¥

o Pursuant to the reqmrementq of Section 13 or 15(d) of the Securities Exchange Actof 1934, the Reglstrant has
"duly caused this reporl 10 be sngned on its behalf by the undemgned thereunto duly authorized.

Date February 26, 2007

ROWAN COMPAN IES, INC.

By ls/ D. E McNease

(D.F. McNedse

‘ - Chairman of the Board, Pres:denl and

* Chief Executive Officer) -

Pursuant to the requlrements of the Secuntles Exchange Act of 1934 this report has been 51gned below by the

following persons on behalf of the Registrant and in the capacmes and on the datc mdncated

Signature

/s/ D. F. MCNEASE

Tille .

Chairman of the Board.vPresidem

(D.r F. McNease)
/i W.H. WELLS

and Chief Executive Officer

(W H. Wells)
Is GREGORYM HATFIELD

Principal Accounting Ofﬁcer

{Gregory M. Hatﬁe]d)
/st *R.G. CROYLE

' (R. G. Croyle)
. s/ *WILLIAM T. FOX Il

" Vice Chairman of the Board

Director "

(William T. Fox TII)
Js/ *SIR GRAHAM HEARNE

Director

(Sir Graham Hearne) |
. _/s/ *JOHN R: HUFF _

- Director

(J ohn R Huff)

Director

S sl *ROBERTE KRAMEK
) (Robert E. Kramek)

_.J§/ *FREDERICK R. LAUSEN |

Direclpr

{Frederick R. Lausen}.
/s/  *H. E*LENTZ

Director

(H. E. Lentz)
fs/ *LORD MOYNIHAN

-
'

Director

(Lord Moynihan)
/s *P. DEXTER PEACOCK

(P. Dexter Pcécock)
*By: /' D.F. MCNEASE

Director -

(D. F. McNease,
Attorney-in-Fact)
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Principal Financial Officer

‘ Date

February 26, 2007

T

. February 26, 2007

February 26, 2007

February 26, 2007

3

February 26, 2007

v

" February 26,2007

* February. 26, 2007

February 26, 2007
February 26, 2007
February 26, 2007

February-26, 2007

Februdry 26, 2007
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